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This  report  was  written  by  a  working  group  formed  at  the  request 
of  the  Assistant  Secretary  of  Defense  (installations  and  Logistics).  Our 
assignment  was  to  develop  organizational  and  operating  plans  for  a  Supply 
Management  Review  Program  which  the  Assistant  Secretary  had  directed  be 
established. 

Because  of  the  complexity  and  scope  of  the  defense  supply  management 
field,  it  was  apparent  that  any  attempt  to  comprehensively  survey  all 
supply  management  functions  and  subfunctions  and  to  compile  and  analyze 
extensive  statistics  would  not  be  practical  and  would  delay  establish¬ 
ment  of  the  review  program.  We  therefore  chose  to  develop  proposed  plans 
for  the  Supply  Management  Review  Program  based  primarily  on  c r  own  experi¬ 
ence  and  judgment,  augmented  by  information  and  advice  obtained  from  visits 
to  headquarters  organizations  and  some  inventory  control  points,  reports 
of  review  agencies,  and  discussions  with  other  specialists  in  defense 
supply  management. 

Our  extensive  use  in  this  report,  notably  in  Attachment  F,  of  infor¬ 
mation  obtained  from  Military  Service  and  DSA  personnel,  particularly  with 
respect  to  inventory  control  point  policies  and  practices,  should  be  put 
in  clear  perspective  at  the  outset.  All  Services  and  DSA  were  represented 
on  the  working  group,  and  the  ICP  visits  were  undertaken  simply  to  add  to 
our  prior  knowledge.  Our  sources  of  information  varied  greatly,  from 
official  manuals  and  directives  to  completely  informal  remarks  by  officials 
and  supply  specialists  at  widely  ranging  working  levels.  Because  of  the 
nature  of  some  of  our  sources  of  information,  two  points  should  be  stressed 
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(1)  cue  ICP  policies  and  practices  we  refer  to  are  not  offered  as  neces¬ 
sarily  being  representative  of  the  policies  and  practices  through out  the 
parent  agencies;  (2)  nor  is  the  purpose  to  be  critical  of  any  Individual 
inventory  control  point,  or  supply  management  system.  Rather,  this 
information  is  presented  to  emphasize  the  many  common  but  substantial 
DoD-v/ide  supply  management  problems  which  might  be  alleviated  by  better 
DoD  policy  guidance. 

During  the  course  of  visits  to  ICPs,  the  working  group  probed  many 
areas  in  which  potential  problem  areas  might  exist,  pome  of  these  areas 
are  ric*.  refitted  in  this  report.  This  is  due  to  several  things:  some  of 
ine  areas  probed  resulted  in  problems  of  a  minor  nature;  some  ..ad  no 
significant  commonality;  and  some  did  not  relate  to  improvement  of  DoD- 
widt  policies,  a  working  group  criterion. 

We  wish  to  express  our  sincere  appreciation  to  personnel  of  the  Military 
Department?  and  i he  Defense  Supply  Agency  who  ;  uoK  lime  from  the L r  normal 
work  i  •  ue  Ip  us  carry  out  this  project. 
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SUM4AHY 


This  summary  presents  briefly,  without  detailing  the  full 
rationale  offered  in  the  following  report,  the  findings  and  recom¬ 
mendations  of  a  Supply  Management  Review  Program  working  group 
whose  assigned  tasks  were  to  recommend  major  supply  management 
areas  for  review,  provide  review  guidance,  and  develop  appropriate 
organizational  arrangements, 

Selected  review  areas 

The  working  group  concentrated  on  the  area  of  supply  require - 
mentf,  because  of  the  obvious  support  and  cost  implications.  Most 
of  the  problem  areas  dealt  with  in  this  report  involve  requirement 
input  factors,  supply  levels,  or  other  functions  within  the  require¬ 
ment  confutation  process.  Two  problems  concern  broader  supply 
management  matters  and  sure  considered  fundamental  to  any  orderly- 
supply  management  improvement  program 

The  first  of  these,  ''Categorization  of  Items  for  Management 
Purposes,"  deals  with  establishing  the  key  pattern  of  item  groupings 
to  which  differing  supply  management  methods  and  degrees  of  intensity 
are  applied.  The  lack  of  consistency  among  the  ICPs  within  the 
Department  of  Defense  in  item  management  categorization  impedes  DoD- 
wide  application  of  inq>roved  supply  management  policies  and  proc:dures, 
and  the  accumulation  of  DoD-vide  supply  management  summary  statistics 
meaningful  to  management  and  review  levels. f  This  report  recommends 
that  review  and  policy  development  in  this  area  be  given  first 
atte;.vion. 
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The  other  basic  problem  area  is  "Supply  Effectiveness  Measurement 
and  Analysis."  Lack  of  common  concepts,  rules  and  ''easurement  tech¬ 
niques  among  the  DoD  components  prevents  DoB-wide  evaluation  of 
supply  performar.ee  against  common  objectives  and  supply  support  costs. 
Review  and  policy  development  work  in  this  area  is  recommended  either 
after  the  item  categorization  problem  is  resolved  or  earlier  if  man¬ 
power  permits. 

Other  problem  areas,  presented  in  detail  in  Attachment  F,  are: 

ICP  asset  knowledge  and  control 

Use  rate  factors  and  demand  forecasting 

Procurement  lead  time  factors 

Input  factors  peculiar  co  reparable  item  requirements 
(repair  cycle  time,  repair  rate  and  attrition  rate) 

Operating  levels 

Safety  levels 

Procurement  lead  time  levels 

Repair  cycle  levels 

Additive  stock  levels  procured  in  provisioning 

Criteria  for  migrating  provisioned  item  assets  to 
demand  management 

Selection  of  items  for  mobilization  reserves 

Mobilization  requirement  factors  and  computation  techniques 

Application  of  other  than  war  reserve  stocks  in  the 

computation  of  mobilization  reserve  materiel  requirements 

Basis  for  decisions  regarding  preposi tioned  mobilization 
re  se  rvc  mat  e  ri  e  1  rr~  qu  1  rement  s 

Balancing  and  pr<  ‘"Unc  mobilization  reserve  stocks 
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Review  of  computed  requirements 
Budgetary  requirements 

This  report  recomends  concurrent  attack  on  several  of  these  problems 
because  of  their  importance  and  the  promise  of  early  payoff. 

Review  guidance 

This  report  finds  a  most  influential  factor  to  be  the  absence  or 
vagueness  of  DoD-wide  policy  in  most  of  the  functional  areas  considered. 
The  development  of  DoD-wide  supply  management  guidance  is  considered 
of  paramount  importance .  This  report  recommends  that  each  of  the 
reviews  deal  with  a  functional  topic,  such  as  those  mentioned  in  the 
preceding  paragraphs,  in  order  to  achieve  the  focus  and  depth  needed 
to  develop  policy  solutions.  Each  review  should  involve  concurrent 
review  efforts  in  all  of  the  DoD  components  to  which  the  review  topic 
is  applicable,  first  to  insure  that  policy  statements  developed  and 
recoaanended  have  DoD-wide  application  and,  second,  to  have  mrlum 
opportunity  to  take  advantage  of  progress  made  by  the  individual 
agencies.  The  recommendations  concerning  review  guidance  contain 
additional  details  regarding  the  nature  and  content  of  such  guidance, 
and  the  required  collaboration  between  QASD(l&L)  and  participating 
organizations  in  preparing  this  material. 

Organization  and  staffi ng 

A  primary  aim  of  this  »tudy  was  to  devise  an  arrangement  which 
would  accomplish  the  objectives  of  the  program  with  minimum  dupli¬ 
cation  of  existing  review  organizations  and  review  impact  on 
operating  activities.  A  good  deal  of  weight  was  given  to  the  site 
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and  complexity  of  the  supply  management  review  and  policy  development 

task,  which  would  represent  an  immeasurably  large  workload  for  a  small 
size  staff. 

-  •  .  t. 

This  report  considers  and  dismisses  alternatives  in  favor  of  an 
arrangement  which  would  employ: 

a.  A  new  six-man  staff  within  the  OASD(l&L)  Supply 
Management  Policy  Directorate  to  manage  the  Supnly  Management  - 
Review  Program.  This  would  include  selection  of  problem  areas  and 
their  priorities,  development  of  long  range  review  plans,  develop¬ 
ment  of  review  objectives  and  guidance,  and  development  and 
publication  of  policy. 

b.  A  portion  of  the  existing  internal  audit  staff  through¬ 
out  the  Department  of  Defense  to  carry  most  of  the  review  workload, 
under  the  direction  and  coordination  of  OASD(Comptroller).  OASD 
(Conptroller)  functions,  carried  out  in  collaboration  with  OASD(l&L), 
would  include  allocation  of  audit  effort,  preparation  of  detailed 
audit  guidance,  evaluation  of  audit  results  and  policy  recommendations 
where  appropriate. 

c.  Points  of  contact  within  the  Military  Departments  and 

DSA  to  deal  with  OASD(l&L)  on  Supnly  Management  Review  Program  matters 

■  vrv  *  :  - 

!  VV. 

including  particination  in  reviews,  on  a  selected  case  basis,  by 

' 

Departmental  and  Agency  supply  management  personnel.  \ 

A  proposed  DoD  Directive  implementing  the  foregoing  is  included 
in  this  report  as  Attachment  G. 
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SBCTIOK  I.  BACKQROUHD 


In  December  1964  &  report  entitled  "Defense  Procurement  Management 
Stau.ll  Purchase  Review,'  prepared  by  the  Procurement  Management  Review 
staff  of  the  Office  of  the  Assistant  Secretary  of  Defense  ( Installations 
and  Logistics),  recommended  that  QA£D(liiL)  establish  a  Supply  Management 
Review  Program  along  the  lines  of  the  Procurement  Management  Reriev 
Program.  ASD(I4L)  approved  the  report  and,  on  February  6,  19^5,  signed 
a  memorandum  (Attachment  A)  to  the  Military  Departments  and  the  Defense 
Ripply  Agency  stating  that  he  had  decided  to  establish  such  a  program. 
The  Military  Departments  and  USA  were  each  requested  to  nominate  one 
individual  for  membership  in  a  working  group  to  be  headed  by  an 
QASD(l&L)  representative.  The  task  of  the  working  group  was  "to 
develop  organizational  and  operating  plans  and  an  Itinerary  for 
initial  reviews. " 

The  working  group  met  for  the  first  time  on  March  29,  1965  The 
four  Military  Services  and  DSA  were  represented  (the  names  of  the 
working  group  members  are  listed  in  Attachment  B).  In  the  next  two 
weeks,  the  working  group  developed  more  definite  ideas  about  the  re¬ 
view  program  and  about  the  ray  it  should  carry  out  its  assignment.  As 
a  result  of  these  first  efforts,  a  merorendiai  to  the  Military  Depart¬ 
ments  and  D6A  was  prepared  giving  additional  information  about  the 
program  and  the  working  group's  task.  ASD{IAL)  signed  that  memorandum 
on  April  15,  1965  (Attachment  C).  Key  points  made  about  the  Supply 
Management  Review  Program  were  that  the  "program  is  intended  to  provide 
this  office  and  echelons  of  management  within  the  departments  and 


agencies  (&)  advice  concerning  the  relative  importance  of  existing  supply 
problems,  and  (b)  recommendations  with  respect  to  the  relative  priorities 
lor  their  solution  through  a  centrally  organize3  development  effort,  ’’ 

The  program  was  visualised  as  having  three  key  characteristics:  "a 
DoD-wide  perspective,  a  careful  selectivity  in  the  supply  mansgessent 
reas  to  he  reviewed,  and  a  pronounced  emphasis  on  policy  improvements.'1 
In  defining  more  specifically  the  working  group's  task,  the 
April  15  nsmoraadum  stated  that  the  group  was  to: 

wl,  Select  supply  management  areas  of  major  interest  from  the 
standpoint  of  military  reediness  and  economy,  for  the  purpose  of  future 
emphasis  in  supply  management  reviews. 

"2.  Develop  a  standard  guide  vu.  sh  cites  the  areas  to  he 
covered  by  supply  management  reviews  and  which  directs  the  conduct  e-*9 
the  reviews;  and  undertake  pilot  reviews  to  the  extent  necesse ry  to 
determine  the  adequacy  of  the  review  guidance, 

*3 „  Develop  a  DoD  Directive  which  will  formally  establish  the 
Supply  Management  Review  Program,  cite  its  purpose  and  scope,  prescribe 
organizational,  arrangements  and  relationships,  and  set  forth  the 
responsibilities  of  the  Office  of  the  Secretary  of  Defense,  the  Military 
Departments  and  the  Defense  Supply  Agency. " 

_.oe  working  group  was  giver,  a  completion  date  of  October  29,  196 5, 

In  its  first  weeks,  the  working  group  met  with  QASD(l&L)  officials, 

others  in  OSD,  and  with  Bureau  of  the  Budget  analysts.  Our  principal 

purpose  was  to  get  their  views  on  major  supply  management  problem  areas, 

and  ’•heir  opinions  on  how  the  Supply  Management  Review  Program  should 

function «. 
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In  late  April  and  early  May,  we  met  with  representatives  of  the 
Military  Services’  and  DSAs  headquarters  staffs  (Attachment  P). 

They  gave  us  information  about  their  approaches  to  supply  management 
and  supply  management  reviews,  and  offered  ccsaaents  on  this  new  pro¬ 
gram.  Many  of  the  viewpoints  of  the  various  individuals  and  organi¬ 
zations  ve  contacted  are  taken  into  account  in  the  following  portions 
of  this  report. 

Also  in  early  May,  the  working  group  developed  plans  for  orienta¬ 
tion  trips  to  selected  inventory  control  poict3,  The  purpose  of  these 
trips  was  to  obtain  reiativejy  detailed  information  on  supply  manage¬ 
ment  concepts,  polic_ee  and  procedures,  and  to  develop  a  better  under¬ 
standing  concerning  problem  areas.  In  recognition  of  the  wide  range 
of  supply  management  functions  and  the  great  amount  of  time  which 
would  be  required  to  cover  the  entire  field,  the  working  group 
confined  its  more  detailed  inquiry  to  the  requirements  areas  pro - 
visioning,  replenishment,  mobilisation,  and  special  program  require¬ 
ments.  We  knew  that  within  these  subjects  bre  many  problem  areas 
important  from  the  standpoints  of  supply  support,  and  economy.  We 
also  visualized  that,  after  the  Supply  Management  Review  Program  is 
established,  other  review  areas  could  be  added  reflecting  more  current 
subject  matter  priorities  and  manpower.  Questionnaires  in  each  of 
these  requirement  areas  were  developed,  for  the  use  of‘  the  working 
group  members  in  obtaining  comparable  information  fro®  different  ICPs, 
Attachment  E  lists  the  ICPb  visited  by  the  working  group  and  includes 
examples  of  the  guidance  provided  them  in  advance  of  the  visits  to 


insure  uniformity  of  coverage  end  the  availability  of  individuals  quali¬ 
fied  to  discuss  the  subject  matter. 

A  special  point  was  sade  to  give  a»pl^  coverage  to  internal  audit 
operations  in  the  field  of  supply  manageaent.  (The  reasons  for  the 
particular  interest  in  this  area  are  discussed  in  detail  in  Section 
II  C.)  In  aid -July  one  aeaber  of  the  working  group  assumed  responsi¬ 
bility  for  covering  this  subject  on  a  full-time  basis.  Several, 
meetings  of  audit  prograss  personnel  and  Supply  Management  Review 
Program  working  group  sealers  were  held  to  examine  possible 
relationships  and  working  arrangements  between  the  two  prog rams 
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SECTION  II.  VIEWS  A1BD  RECCMiSBMTTaSS 


The  discussion  and  reccaa&endations  in  this  oection  of  the  report 
are  tied  directly  to  the  three  tasks  (quoted  earlier  8nd  paraphrased 
below)  assigned  the  working  group  by  the  April  15  memorandum: 

1.  Select  supply  management  areejs  of  major  interest. 

2.  Develop  guidance  for  supply  management  reviews. 

3.  Present  a  blueprint  for  xhe  Supply  Management  Review 
Program  organization  and  staffing. 

Before  dealing  with  there  three  topics,  we  want  to  offer  some 
preliminary  comments  on  three  related  matters  that  have  greatly- 
influenced  our  ideas  about  the  Supply  Management  Review  Program: 
weaknesses  in  BoD  guidance;  independently  developed,  differing 
Service /Agency  policies;  and  a  so-called  "proliferation  problem." 

First,  there  is  a  great  assortment  of  supply  management  problems 
which  have  been  known  about  and  talked  about  for  years  -  but  which 
scarcely  have  been  addressed  by  DoD-wice  policy  guidance.  Examples 
could  be  cited  at  great  length;  to  name  just  a  few: 

-  Use  of  recurring  and  nonrecurring  demand  data. 

-  Techniques  for  forecasting  demand. 

-  "Push"  versus  "pull"  systems  of  activity  . 
replenishment. 

-  Rules  or  stockage/nonstockage  of  items  at  individual 
locations . 

-  Policies  for  insurance  item  distribution. 


-  Criteria  for  massaging  items  as  reparable s  versus 
nonreparauJlfts , 

-  Frequency  of  asset  reports  and  scope  of  asset  knowledge. 

-  Losis  for  establishing  safety  levels. 

-  Concepts  and  methods  for  measuring  supply  effectiveness. 

The'**®  appear  to  have  been  a  number  of  reasons  for  the  limited  amount 

of  DoD-ri.de  guidance  in  these  and  many  other  areas.  Perhaps  the  foremost 
reason  is  the  small  size  of  the  OSD  staff  which  deals  with  these  and  & 
host  of  other  natters  In  the  supply  management  policy  field.  Another 
influence  has  been  a  viewpoint  held  by  seme  that  OSD  supply  management 
policymakers  should  provide  "broad  policy"  and  "keep  out  of  ape  rat ions." 
With  the  more  recent  advent  of  centralized  actions  to  create  standard¬ 
ized,  procedural  systems  such  as  MHSTKIP,  there  has  been  increasing 
recognition  of  the  effectiveness  of  such  uniform  techniques. 

Second,  in  the  absence  of  comprehensive  and  specific  DoD-wide  supply 
management  policy'  guidance,  the  Milita.y  Services  and  DSA  have  developed 
their  ovn  policies  and  procedures  rather  independently.  While  «ie 
voluntary  collaboration  and  consultation  take  place  among  the  Service/ 
Agency  staffs,  policies  and  procedures  differ  considerably  from  one 
rvitf  iv  h  t  cy  to  the  next.  Some  would  justi'f'y  Jhese  differences  by 
the  differences  in  organization  and  missions  of  the  Services  and  DSA. 
Further,  some  contend  that  independence  and  competition  in  the  creation 
of  supply  management  policies  and  procedjcres  stimulate  initiative  and 
produce  the  most  effective  management  rules. 
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There  are,  however,  obvious  penalties  in  the  individual  Service/Agency 


policy  end  procedure  levelepaent : 

-  Repetitive  Service/Ageac y  Actions  in  interprets  ig/ iasplmenting 
nonspecific  DeB-wide  guidance. 

»  Redundant  Investment  of  Service /Agency  manpower  to  design  ccotaonly 
needed  policies  and  procedures  in  the  ab_  ace  of  BoD -wide  guidance. 

-  Seme  fostering  of  a  “not  invented  here"  attitude,  thereby 
inhibiting  use  of  more  advanced  tecbaiqp.es  developed  by  others. 

-  Sc*ue  difficulties  in  interaervice  coiHHunication  concerning 
innovations,  due  to  organ! national  reparation  of  +?e  Service/Agency  policy 
and  procedure  designers  in  the  different  agencies. 

-  Use  of  unique  Service/Agency  terms  and  definitions,  adding  to 
difficulty  in  communicating  and  understanding. 

-  Resultant  multiplication  of  the  number  of  policies  and  procedures 
in  existence  to  cover  the  g  /e»  number  of  camion  supply  management  functions, 
thereby  multiplying  the  difficulty  in  comprehending,  evaluating  and  up¬ 
grading  existing  systems  BoD-wide. 

-  Resultant  criticism,  particularly  by  OSD  and  BoB  representatives 
during  budget  reviews,  of  individual  Servlce/Agency  supply  management 
policies  -jrhich  have  been  created  in  the  absence  of  DoD-vide  guidance. 

Counter  to  the  viewpoint  favoring  independent  Service/Agency  policy 
and  procedure  development,  it  can  be  noted  that,  despite  differences  in 
organisations  and  missions,  the  Services  have  tremendous  commonality  in 
the  range  of  supply  functions  they  must  carry  out,  the  types  of  supply 
policies  and  procedures  they  require,  and  the  supply  management  problems 
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they  wuet  face  Mid  attempt  to  solve .  Out  of  a  much  greater  number  of 
examples,  coaraaor  tasks/probleas  for  most  DoD  I  CPs  are  those  cited 
previously  and  others,  such  as: 

-  Computation  of  budget  requirements. 

-  Provisioning  buy  decisions. 

-  Supply  levels  and  techniques  for  their  establishment. 

-  Policies  for  replenishment  stockage. 

-•  Rules  for  redistribution  versus  buy. 

-  Criteria  for  economic  retention. 

The  penalties  of  individual  Service/Agency  actions  discussed 
earlier  would  be  largely  avoided  by  the  development  of  more  uniform 
and  more  specific  srnpply  management  policies  applicable  DoD- wide. 

The  latter  is  an  objective  reflected  in  the  words  of  the  Assistant 
Secretary  of  Defense  in  the  April  15  memorandum:  "I  look  to  the 
Supply  Management  Review  Program  for  or  appraisal  of  problems  in  the 
supply  m  nageaert  policy  area  and  to  serve  as  an  important  input 
source  for  more  ur. 'form  DnD-vlde  supply  policy  In  the  major  problem 
areas . " 

Third,  in  the  course  of  the  working  group's  meetings  with 
Service  and  DSA  personnel,  there  was  one  complaint  voiced  con¬ 
sistently  and  strongly.  We  have  come  to  call  it  the  "proliferation 
problem."  It  waa  said  that  too  many  individuals  and  offices  launch 
programs  and  projects  Independently,  each  Intended  to  improve  some  func¬ 
tion  or  process,  each  with  deadlines  t.nd  a  sense  of  high  priority,  most 
without  mifficient  regard  to  resources  to  do  the  lob,  and  many  without 
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sufficient  coordination  .  .  .  with  the  result  that  varying  degrees  of 
overlap  and,  in  some  cases,  contradictions  are  built  in.  The  finger 
was  pointed  at  OSD  offices  in  this  ccnplaint,  but  it  was  granted  that 
the  agencies  be lov  OSD  contribute  to  the  proliferation  probi**  by  a 
similar  approach  to  agency  -initiated  programs  and  projects  which  was 
weak  in  planning  and  scheduling  to  insure  coordinated  effort.  We 
believe  that  much  of  what  is  written  in  the  preceding  paragraphs 
clearly  and  directly  relates  to  the  proliferation  problem,  With 
BoD-wide  guidance  frequently  either  very  general  or  absent  for  many 
of  the  specific  supply  management  functions,  and  wit**  the  Services 
and  DBA.  fairly  Independently  creating  needed  specific  policies  and 
procedures,  it  is  exceedingly  difficult  to  synchronise  new  improve¬ 
ment  actions  with  the  constantly  changing  diverse  Service/Agency 
supply  management  systems.  Aside  frctu  such  faults  as  insufficient 
planning  and  inadequate  coordination  among  staff  offices,  which  may 
have  contributed  to  the  proliferation  problem,  clearly  the  past 
Service/Agency  approach  in  independently  creating  needed  supply 
policies,  procedures,  ABP  systems  and  techni trues,  etc.,  has  created 
a  complex  DoD-vlde  supply'  management  environment  in  which  prolifera¬ 
tion  is  difficult  to  avoid,  c inversely,  if  the  Services  and  D6A 
were  all  "singing  from  the  same  sheet  of  music"  wherever  uniformity 
is  feasible,  proliferation  would  be  easier  to  control.  In  addition, 
as  policy  and  procedural  Improvements  are  conceived  anywhere  In  the 
Department  of  Defense,  their  assimilation  on  a  relatively  concurrent 
basis  by  all  concerned  would,  be  simplified. 
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Th '  three  related  matters  just  discussed:  weaknesses  In  DoL’ 
guidance;  independently  developed,  differing  Service/Agency  policies 
and  the  "proliferation  problem"  were  of  sufi  cient  importance  to 
have  an  effect  upon  the  approach  to  and  accomplishment  of  the  turee 
principal  tasks  assigned  the  working  group.  These  *:asks  -  select!  ng 
supply  management  areas  of  major  interest,  developing  guidance  for 
supply  management  reviews,  and  presenting  a  blueprint  for  trie  Sunni. 
Management  Review  Program  organization  a* d  staffing  -  arc  addressed 


in  the  following  subsections. 


The  working  group  has  identified  and  described  c  number  of  significant 
supply  management  problem  areas.  Tusse  are  presented  in  Attachment  P. 

The  selection  of  these  areas  was  based  on  the  knowledge  of  the  members 
of  the  group  and  on  the  information  and  advice  which  we  received  in  the 
course  of  our  headquarters  and  I  CP  visits.  Several  explanatory  comaents 
about  tnese  reported  problem  areas  are  in  order. 

First,  the  matteio  described  and  discussed  in  Attachment  P  are  not 
represented  as  being  newly  discovered  problems.  On  the  contrary,  most 
if  not  all  of  them  have  been  long -recogni  red  and  long -discussed  by 
supply  specialists  throughout  the  Department  of  Defense.  That  is  a 
key  point:  these  are  not  new  problems.  Their  solution  has  long  re¬ 
quired  ouch  sound  work  to  create  improved,  uniform  DoD-wi&e  guidance, 
taking  full  advantage  ol  individual  Service/Agency  progress.  To 
date,  there  hes  not  been  a  sufficiently  intense  program  to  make 
substantial  beadway  in  this  work, 

Second,  because  of  the  small  sire  of  the  working  group  and  the 
short  time  which  va a  available  for  problem  identification,  our  approach 
was  *o  concentrate  on  supply  management  problems  in  the  area  of  require¬ 
ments .  This  area  va*  regarded  by  the  working  group  a*  haring  obvious 
future  pay-off  potential  because  of  the  clear  readiness  and  economy 
implications  of  any  weaknesses  in  the  requirement  process.  The  problem 
areas  presented  in  Attachment  F  reflect  our  special  focus  on  require¬ 
ments  topics  nd}  in  addition,  coverage  of  other  important  topics  such 
as  categorisation  of  items  for  management  purposes  and  supply  effective¬ 
ness  measurement  and  analysis.  Those  who  will  direct  and  bt-aff  the 
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recommended  permanent  Supply  Management  Review  Program  organization 
within  0ASD(I&L)  will  have  the  responsibility  to  expand  upon  our 
problem  area  selections. 

Third,  the  problem  area  presentations  in  Attachment  F  in  some 
cases  include  suggestions  concerning  the  direction  for  improvement 
but  in  no  case  include  firm  recommendations  for  problem  solution. 

Many  of  the  problem  areas  presented  are  extremely  complex  and, 
partly  for  that  reason,  are  problems  of  long  standing.  The  solution 
of  the  individual  problems  we  have  presented  demands  concentrated 
technical  specialization  and  attention. 

A  difficult,  self- .japosed  task  was  the  selection  of  a  few  supply 
management  problems,  out  of  the  many  presented  in  Attachment  F,  which 
should  be  given  the  highest  priority  for  future  detailed  review  and 
policy  development.  We  were  concerned  that,  if  we  recommended  problems 
which  we  considered  the  most  important  as  the  first  order  of  business, 
these  problems  could  prove  so  formidable,  and  their  resolution  take  so 
long,  that  no  early  benefits  from  this  program  could  be  anticipated. 
Coupled  with  this  was  the  recognition  that  the  program  recommended 
will  certainly  require  a  "shakedown"  period  for  the  personnel  involved 
and  the  techniques  and  organizational  relationships  to  be  employed. 
However,  we  feel  that  two  of  the  identified  problem  areas,  while  po¬ 
tentially  controversial  and  of  long  standing,  are  of  sucn  a  basic 
nature  that  the  development  of  needed  DcD  policies  in  other  identified 
problem  areas  is,  in  large  measure,  dependent  upon  their  resolution. 
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We  were,  therefore,  reluctant  to  dismiss  these  as  the  first  order  of 
business  for  the  Supply  Management  Rev...  v  Program  even  though  early 
resolution  cannot  be  foreseen. 

For  these  reasons  the  working  group  concludes  that  the  initial 
review  and  policy  development  efforts  of  the  program  should  be 
directed  toward  one  of  the  two  -nroblem  areas  sexected  as  basic  to 
future  progress  in  DOD  supp  y  management  improvement.  These 
subjects  are  "Categorization  of  Items  for  Management  Purposes"  and 
"Supply  Effectiveness  Measurement  and  Analysis."  We  further  conclude 
that  concurrent  efforts  should  be  directed  toward  other,  less  complex 
problem  areas,  to  the  extent  permitted  by  availability  of  manpower 
resources  initially  allocated  to  the  program.  After  resolution  of 
the  first  basic  problem  area,  or  when  the  availab  •  of  sufficient 
manpower  permits,  efforts  can  be  directed  to  the  second  basic  problem 
area. 


It  is,  therefore,  recoociencled  that  the  first  order  of  busines,. 
the  Supply  Management  Review  Program  be  the  subject  "Categorization  of 
Items  for  Management  Purposes,"  which  deals  with  the  grouping  of  items 
for  the  application  of  different  management  methods  and  intensity. 
Supply'  management  practices  which  are  linked  to  item  categ.vi.’.n*  ion 
include:  variations  in  management  intensity  (frequency  and  method  of 
stock  control  studies,  management  level  and  intensity  of  requirement 
reviews,  etc.);  selection,  frequency  and  method  of  repotting  data  for 
performance  evaluation;  stock age  policy;  distribution  policy;  stocking 
echelons  from  which  asset  information  is  available  centrally ;  i 
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frequency  and  quality;  selection  of  items  for  snob ill cat ion  stockage; 
collection,  purification  and  use  of  factors  used  in  the  development 
of  levels j  etc. 

The  management  categorization  of  items  is  seen  as  the  key  pattern 
">hlch  enables;  understandable  communicate  on  betveen  headquarters  and 
ICPs.  and  among  OSD  and  the  DoD  components,  regarding  different  types 
of  items;  common  application  of  supply  management  improvements  vhich 
are  tailored  to  different  item  groupings;  and  development  and 
analysis  of  statistical  data  presented  in  understandable  increments 
reflecting  different  item  types.  There  is  very  little  DoD  policy  in 
this  area  and,  while  all  DoD  components  apply  item  categorization 
techniques,  their  approaches  vary  widely, 

"Supply  Effectiveness  Measurement  and  Analysis/'  dealing  with 
the  evaluation  of  supply  support  of  the  operating  forces  and  its  cost, 
has  been  selected  Dy  the  working  group  as  the  second  basic  problem  for 
action  by  the  Supply  Managemei: t  Review  Program,  Supply  effectiveness 
is  now  being  measured  by  a  variety  of  yardsticks  against  standards 
which  vary  from  one  organization  to  the  next  and  which  are  little  more 
than  arbitrary  goals,  The  considerations  of  cost  to  attain  a  particular 
level  of  performance  are  usually  restricted  to  those  imposed  constraints 
of  budget  limitations  and  t.v.npovor  ceilings.  Wo  see  differences  in 
emphasis  placed  on  different  y  .•rf'e-i  >u  •  re  indicators  and  an  i  '  -.v  at 
all  management  levels  to  compare  ICP  performance,  or  to  relate  ope rating 
costa,  in  terns  of  manpower,  apace,  inventory,  etc.,  to  support  of  the 
forces.  Development  of  DoD  supply  effectiveness  measurement  policy 
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vill  facilitate  future  determination  of  problss  area s,  enable  assesr'-’ient 
of  cost  end  degree  ox  j-^roveaent  resulting  free  new  policy  guidance, 
and  permit  the  performance  measurement  of  all  XCPe  against  cocsaon 
objectives, 

A  number  of  other  problems,  which  are  less  complex  than  those  dis¬ 
cussed  above  and  are  susceptible  to  earlier  resolution,  merit  high 
priority  review  attention.  It  is  recccmended  that  individual  review 
efforts  address  the  following  problem  areas  concurrently  with  the 
reviews  previously  proposed: 

System  itequlreaents  for  Separable  Items. 

This  subject  represents  a  grouping  of  functional  problems,  all 
relating  to  reparable  type  items,  which  are  described  within  those  pre¬ 
sentations  in  Attachment  F  dealing  with  various  requirement  input  factors 
and  levels.  In  recommending  review  work  initially  on  only  the  portions 
of  these  functional  problems  relating  to  reparable  items,  the  working 
group  is  influ ‘need  by  the  relative  complexity  of  reparable  item 
requirement  computations,  the  lack  of  DoD  guidance  in  this  area, 
and  the  substantial  amount  of  funds  expended  in  acquiring  reparable 
itesas.  Our  observations  and  review  of  past  studies  indicate  that 
reparable  items  represent  about  75$  of  DoD  inventory  investment  in 
secondary  items,  about  70$  of  the  investment  in  authorized  provisioning 
programs,  and  about  30$  of  replenishment  investment  programs.  The 
lack  of  DoD  policy,  leading  to  widely  dissimilar  levels  among  Item 
managers,  poses  major  problems  in  interservice  comparison  and  the 
equitable  allocation  of  resources. 
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The  working  group  recommends  that,  to  insure  continuing  progress  in 
policy  development,  this  grouping  of  problems  should  be  broken  down  and 
reviewed  in  a  predetermined  sequence.  The  first  efforts  should  be 
directed  to  the  system  reparable  item  supply  level  requirements.  Upon 
determination  of  supply  level  requirement  policy,  input  factors  required 
for  computation  of  these  levels  should  be  identified  and  addressed. 

Within  supply  levels,  we  believe  that  repair  cycle  levels,  repre¬ 
senting  the  major  portion  of  reparable  item  requirements,  should  be 
treated  as  first  priority.  Following  this,  or  concurrently  to  the  extent 
practicable,  reparable  item  procurement  lead  time,  operating  and  safety 
levels  should  he  addressed.  Observations  of  some  present  practices  in 
the  establishment  of  opera cing  level  and  lead  time  level  requirements 
for  reparable  items  indicate  a  need  for  early  attention  in  these  areas. 
Safety  levels  should  be  addressed  last,  since  other  requirement  levels 
may  affect  or  provide  the  basis  for  safety  levels. 

In  the  process  of  determining  DoI>  policy  for  supply  level  require¬ 
ments  for  reparable  items,  and  techniques  for  arriving  at  these 
requirements,  all  input  factors  needed  would  be  identified.  The 
second  part  of  this  review  and  policy  development  effort  should 
address  input  factors  required,  standard  factor  designations  and 
definitions,  and  factor  collection  measurement  and  forecasting 
techniques. 

Additive  Supply  Levels  Established  Daring  the  Provisioning  Process 
Additive  supply  levels  for  this  purpose  are  defined  as  all  levels 


established  during  the  provisioning  process  which  are  in  addition  to 

system  operating,  safety,  procurement  lead  time  and  repair  cycle  levels. 
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Ad&ii  re  levels  include  initial  equipping  requl*  smsnts,  initial 
transportation  pipeline  levels,  "negotiated”  distribution  requirements 
of  field  activities,  and  many  others. 

Fro®  observations  of  the  working  group,  additive  levels,  as  defined, 
constitute  /ran  10$  to  over  50$  of  in vestment  as  a  result  of  provisioning 
requirement  determinations.  An  average  of  about  43$  was  noted.  This 
depth  of  additive  levels  is,  in  part,  predicated  on  a  variety  of  policies, 
Methods,  constraints  or  lack  of  constraints  for  the  wide  distribution  of 
new  item?.  Bob  guidance  in  this  area  is  limited. 

Approved  investment  programs  for  FY  19^5  and  FT  1966  in  secondary 
items  included  over  $500  million  for  initial  provisioning  each  year. 
Therefore,  it  is  judged  that  from  $200  to  $250  million  is  being  invested 
in  these  levels  each  year  with  no  uniform  guidance,  methods,  or  means  of 
comparability  toward  equitable  allocation  of  resources. 

Mobilization  Reserve  Requirements 

Among  the  problem  areas  presented  in  Attachment  F,  are  a  number 
relating  to  mobilization  requirements.  It  is  self-evident  that  ill- 
conceived  mobilization  requirements  adversely  affect  supply  readiness 
and  economica],  investment  of  dollar  resources  in  materiel  inventories. 
Difficulties  and  weaknesses  in  the  determination  of  mobilization 
requirements  have  been  reported  frequently  by  others.  Most  recently, 
the  QA£D(i&L)  report  entitled  "Progressive  Refinement  of  Integrated 
Supply  Management"  (PRISM)  of  March  1965  criticized  several  suspects  of 
mobilization  requirements  management  and  offered  recommendations  for 
improvement .  Earlier,  there  was  0A£D{l&L)  staff  eonc<_  s  subject 


area,  and  planning  was  begun  for  a  project  to  review  the  mobilization 
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requirements  area,,  sore  fully  examine  shortcomings,  and  prepare  improved 
guidance.  The  GASD(l&L)  staff  interest  was  in  part  stimulated  by  an 
even  earlier  attack  on  the  validity  of  mobilization  requirements  by 
"budget  examiners,  with  their  criticisms  and  budget  cuts  expressed 
in  Subject  Issue  documents.  This  history  Is  inflected  and  reinforced 
by  our  findings  of  weaknesses  in  this  area. 

Three  problems  in  the  mobilization  requirements  area,  described 
here  briefly  and  in  greater  detail,  in  Attachment  F,  are  nominated 
for  early  review  attention: 

Item  Selection.  Lack  of  reasonable  comparability  among  the 
Ser\  ces  in  the  selection  of  items  for  mobilization  reserve  Blockage 
and  inadequacy  of  the  basic  document  {"SoD  Instruction  3005.5)  which 
offers  guidance  for  the  process  of  lieu  selecticn  have  been  criticised 
before,  and  are  addressed  in  the  .PRISM  Report,  While  that  report  and 
the  planne"  QA£D( I&L )  project  in  the  mobilization  requirements  area 
both  aim  for  improvements  in  item  selection,  no  extensive  work  is 
currently  under  way.  Because  item  selection  is  the  initial  step  end 
a  fundamental  one  In  building  item  mob?  1 .  *  ~,t*Llon  requirements,  we 
recommend  i+  be  the  first  mobilization  requirements  topic  to  be  the 
subject  of  careful  review  attention  and  improved  guidance.  Whether 
this  subject  should  be  examined  as  a  project  under  the  Supply  Manage¬ 
ment  Review  Program  will  depend. at  time  of  decision,  upon  the 
progress  and  plans  resulting  firm  the  PRISM  Report  and  the  QASD(I&L) 
project  on  the  same  subject. 
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li£Sul?ement  Factors  and  Computation  Techniques.  The  disparity 
among  IGPs  in  factors  and  techniques  used  to  produce  gross  mob  ill  ration 
requirements,  the  lack  of  a  sound  rationale  for  sane  factor  values  used, 
and  the  lack  of  refinement  of  certain  computation  methods  all  contribute 
strongly  to  the  prevailing  lack  of  confidence  in  Service  expressions 
of  mobilization  requirements.  Ccnplementing  the  necessary  clean-up 
in  the  area  of  item  selection,  the  development  and  use  of  logical 
factors  and  methods  for  computing  gross  mobilization  requirements  are 
recommended  as  the  second  reviev  topic  in  the  mobilization  requirements 
area. 

Application  of  Assets.  This  subject  relates  to  the  reduction 
of  gross  mobilization  requirements  by  takipg  into  consideration  assets 
anticipated  to  be  available  on  or  after  M-day.  As  described  in 
Attachment  F,  the  concepts  found  among  the  IGPs  vary  from  (l)  applying 
no  assets  whatever  to  offset  gross  mobilization  requirements  to  (2) 
applying  all  of  the  assets  which  it  is  assumed  will  be  available  on  or 
after  M-day.  The  tendency,  without  firm  guidance  on  the  subject,  is 
to  overstate  net  requirements  due  to  inadequate  asset  application. 

Further  investigation  and  development  of  improved  DoD-wide  guidance 
with  respect  to  asset  application  is  the  third  mobilization  requirements 
area  nominated  for  early  attention. 

The  relative  priori tes  of  the  remaining  problem  areas  described  In 
Attachment  F  should  he  determined  by  the  Supply  Management  Review 
Program  staff,  based  on  circumstances  prevailing  at  the  time  of  decision. 
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B.  Renew  Guidance 


In  developing  and  reccsmendLng  guidance  suitable  for  supply  manage  - 
ment  reviews,  the  working  group  took  particular  note  of  the  type  of 
reviews  conducted  by  the  Procurement  Management  Review  Program  and 
the  type  of  guidance  that  program  has  employed.,  in  tba  first  year 
or  two,  particularly,  procurement  reviews  were  carried  out  activity 
by  activity  (inventory  control  points  and  other  procurement  activities), 
each  review  covering  in  a  standardised  way  the  full  range  of  functional 
areas  (source  selection,  pricing,  etc.).  A  review  guide,  in  the  font 
of  %  detailed,  210  page  Procurement  Management  Review  Manual,  was 
written  and  employed  to  promote  comprehensive  and  uniform  coverage  of 
all  procurement  management  functions  at  each  activity  reviewed. 

It  is  evident  that  such  multi  -function  reviews  conducted  on  an 
activity >-hy*«ctivity  basis  would  not  bq.  well  suited  to  the  prime  Supply 
Management  Review  Program  goal  of  contributing  to  Improved  DoD-vide 
supply  management  policies.  Policies  usually  concern  functional  areas  - 
requirements  6e termination,  distribution,  long  supply  retention,  etc. 

If  a  multi -function  approach  to  conducting  reviews  vsne  used  as  the 
Input  source  for  policy  Improvements  in  such  functional  areas,  two 
or  three  years  would  be  required  to  review  Just  the  major  inventory 
control  points.  (The  Procurement  Management  Review  Program  required 
about  two  years  to  review  the  major  procurement  activities.)  Ry  the 
end  of  that  time,  seme  of  the  information  relating  to  the  first  XGPs 
reviewed  would  be  obsolete  because  of  changes  made  in  the  interim. 

If  a  multi -function  review  approach  WBV^jused,  the  supply  management 
reviewers  would  inevitably  make  repetitive  findings  at  one  activity 
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another  concerning  chronic,  long -‘pre  sent  supply  Management  prob- 
lma  for  which  supply  management  policy  either  does  nob  exist  or  is 
not  sufficiently  specific.  &ich  weaknesses  have  been  tired  often 
before  in  connection  with  all  of  the  functional  areas  and  problems 
Motioned  at  the  beginning  of  this  Section  and  many  more.  While 
reviews  of  such  wide  scope  would  undoubtedly  re -identify  a  whole 
bo*t  of  familiar  problems,  this  approach  does  not  offer  the  focus 
and  the  depth  needed  to  contribute  effectively  to  the  policy  solu¬ 
tions  of  the  problems. 

We  concluded  therefore  that  it  would  be  necessary  for  each 
review  to  be  functional  (one  problem  area)  as  a  basis  for  develop¬ 
ing  jolicy  statements.  Further,  we  see  it  necessary  that  each 
review  be  comprised  of  concurrent  review  'efforts  in  all  of  the 
DoD  components  to  which  the  review  topic  la  applicable,  first  to 
insure  that  policy  statements  developed  and  recommended  have  DoD- 
wide  application,  and  second  to  have  maximum  opportunity  to 
consider  and  take  advantage  of  progress  made  by  the  individual 
agencies. 

Each  functional  review  would  be  facilitated  by  a  vork  plan 
which  defines  and  describes  the  problem  area,  states  the  objectives 
of  the  review,  and  provides  practical  and  detailed  instructions  for 
carrying  out  the  review.  This  material  should  be  prepared  on  a 
current  basis  shortly  before  cowan  ring  the  review  to  reflect  the 
most  timely  knowledge  of  policies,  practices  and  reports  of 
difficulties  in  each  subject  matter  area.  Especially  when  the 
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review*  axe  to  be  undertaken  through  collaboration  of  supply  specialists 
and  internal  auditors,  as  discussed  in  the  next  part  of  this  Section, 

-the  review  Instructions  gfaimTrt  be  comprehensive  and  detailed  in  order 
to  available  to  the  auditors  the  knowledge  and  advice  of  supply 
■anageaent  specialists. 

It  Is  therefore  reccmaended,  in  carrying  out  the  Supply  Management 
Review  Program:  (l)  that  the  reviews  be  of  the  functional  type,  as 
described  above;  (2)  that,  at  the  time  of  each  review,  current  and 
detailed  review  guidance  be  prepared  including  problem  description, 
review  objectives,  and  review  procedures;  and  (3)  that,  for  reviews 
to  be  conducted  by  audit  personnel,  the  review  guidance  be  a  product 
of  collaboration  between  OASD(IM.)  and  OASD(Ccmp),  as  provided  in 
the  proposed  DoD  Directive  (Attachment  0). 
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c.  Organisation  and  Staffing 

For  reasons  stated  earlier,  it  is  apparent  that  the  organisation 
responsible  for  the  amply  Management  Review  Progrma  auat  have  the 
capability  of  coordinating  and  conducting  functional  reviews  of 

aanagaaent  problems  concurrently  in  all  the  Services  and  DBA, 
analysing  findings,  and  setting  forth  recamaendatlons  with  respect  to 
Improved  DoD-wide  supply  management  policy.  A  primary  ala  of  the 
working  group  was  to  devise  an  organisational  arrangement  which  would 
accomplish  the  objectives  of  the  program  with  minimum  duplication  of 
existing  review  organisations  and  review  impact  on  operating 
activities. 

Because  of  the  seed  to  conduct  functional  reviews  on  a  DoD-wide 
basis,  aa  discussed  earlier,  and  because  of  the  complexity  of  most  of 
the  problem  areas  to  be  examined,  extensive  central  planning  and 
coordination  will  be  necessary.  Such  tasks  as  selecting  problem  areas 
to  be  reviewed,  allocating  review  resources,  scheduling  concurrent 
review  efforts  oh  a  given  functional  subject  throughout  the  DoD,  and 
integrating  the  work  of  individual  review  groups  demand  organization 
buI  control  at  the  OSD  level. 

Several  alternatives  for  the  organization  and  staffing  of  the  Supply 

Management  Review  Program  were  considered.  These  varied  from  assigning 

responsibility  for  this  program  in  its  entirety  to  existing  organlza- 

* 

tlonal  components  throughout  the  Department  of  Defense  to  creating  a 
completely  new  organizational  structure  for  this  purpose. 

One  alternative  considered  is  the  assignment  of  responsibility  for 
coordinating  and  conducting  the  necessary  reviews  to  existing,  supply 
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Mriagmeat  conponente  of  the  Military  Departments  and  OSD.  There  are, 
ia  fact,  various  groups  conducting  review  of  certain  segments  of  supply 
management  in  connection  with  the  review  of  requirement  determinations, 
iustj-fication  of  budgets,  and  in  the  conduct  of  other  supply  management 
functions  (i.e.,  system  design,  planning,  etc.).  Several  advantages  can 
he  seen  in  this  alternative.  It  would  avoid  significant  reorganization, 
related  delay,  and  substantial  additional  cost.  This  alternative,  how¬ 
ever,  is  not  considered  at  all  feasible  because  existing  supply  manage¬ 
ment  organizations  are  already  hard-pressed  to  carry  out  their  current 
tasks.  It  was  concluded  that  the  objectives  of  the  Supply  Management 
Review  Program  would  not  be  attained  because  resources  to  carry  out  the 
necessary  reviews  would  likely  be  diverted  to  deal  with  day-to-day 
operating  problems. 

A  completely  new  organization  throughout  the  Department  of  Defense, 
staffed  by  supply  specialists,  to  conduct  the  Supply  Management  Review 
Program  was  considered  as  another  alternative.  This  course  can  be 
inferred  from  the  "Defense  Procurement  Management  Small  Purchase  Review" 
report  which  recommended  the  Supply  Management  Review  Program  be  estab¬ 
lished  "tlong  the  line 8  of  the  Procurement  Management  Review  Program." 

A  summary  here  of  the  organization  and  operations  of  that  program 
might  be  rueful. 

The  Procurement  Management  Review  Program  organization  consists  of 
a  division  la  OSD  and  review  organizations  in  each  of  the  Military 
Departments  and  ESA.  There  are  h3  people  directly  concerned  with  the 
program,  including  eight  analysts  at  the  OSD  level.  Procurement 


management  review  teams  may  be  either  DoD  (joint  service)  teams  for 
DoD  reviews,  or  service  teams  for  review  of  service  organizations. 
Normally  the  joint  teams  consist  of  seven  or  eight  members.  Service 
teams  of  four  or  five  analysts  each  spend  from  four  to  six  weeks  at 
a  major  purchasing  activity. 

The  objectives  of  the  Procurement  Management  Review  Program  require 
that  the  operations  of  procurement  organizations  be  reviewed  to  assist 
in  improving  their  procurement  efficiency  and  effectiveness.  The 
principal  technique  which  has  been  employed  is  to  review  the  perform¬ 
ance  of  procurement  functions  on  an  activity  basis. 

The  working  group  concluded,  however,  that  creating  a  new  supply 
management  review  organization  comparable  to  that  of  the  Procurement 
Management  Review  Program  would  not  be  the  most  desirable  alternative. 

The  major  factors  which  influenced  this  judgment  are  (l)  recognition 
of  the  size  of  the  supply  management  review  task  and  (2)  the  objective 
of  minimizing  duplication  of  existing  review  efforts: 
a.  Task  size 

It  is  significant  that  there  is  a  vast  array  of  supply 
management  problem  areas  for  which  there  is  inadequate  DcD  policy 
guidance.  This  is  illustrated  by  the  presentations  in  Attachment  F, 
which  are  by  no  means  all-inclusive,  (in  contrast,  the  Armed  Services 
Procurement  Regulation  provides  comprehensive  guidance  in  the  procure¬ 
ment  area. ) 

In  addition  to  there  being  a  great  number  of  supply 
management  problem  areas,  many  of  them  are  extremely  complex.  This 

27 


is  particularly  true  of  scale  of  the  most  important  areas  to  he  addressed, 
including  those  top  priority  problem  areas  discussed  in  the  first  part 
of  this  section.  It  can  he  foreseen  that  review  of  such  problems  and 
developestent  of  policy  reccwtendations  may  he  extremely  time -consuming, 
and  that  a  sizable  staff  would  be  required  to  make  much  headway  against 
the  large  number  of  problem  areas  to  he  attacked. 

It  should  he  noted  that  a  70 -man  staff  had  originally  been 
reccBiaended  for  the  Procurement  Management  Review  Program,  and  that 
that  program  now  operates  with  a  staff  of  43.  In  vie  :  of  the  greater 
size  and  complexity  of  the  supply  management  review  task  (an  opinion 
which  same  procurement  management  review'  personnel  share),  a  new 
organization  created  to  do  this  Job  would  theoretically  require  a 
much  larger  staff  than  that  used  fo,.  procurement  management  review. 

We  cannot  offer  a  "'correct"  figure j  for  all  practical  purposes,  the 
size  an^  complexity  of  the  task  creates  an  immeasurable  large  workload 
for  any  a?* all  size  staff.  On  the  other  hand,  it  is  the  view  of  the 
working  group  that  it  would  he  difficult  to  sell  the  idea  of  creating 
a  new,  large  organization  and  to  obtain  the  necessary  manpower  ceiling 
increase,  especially  in  the  face  of  existing  investment  in  review 
manpower  by  other  review  organizations. 

b .  Duplication  of  review  effort 

The  second  major  factor  influencing  the  working  group 
against  recommending  a  new,  self-sufficient  organization,  comparable 
to  the  Procurement  Management  Review  Program  organization,  was  the 
possible  extent,  of  duplication  ,?f  other  review  organizations,  partic¬ 
ularly  internal  audit,  in  terns  of  re ’/lew  effort  and  impact  on 
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activities  reviewed.  The  working  group  was  advised  of  tne  mounting 
concern  by  tne  Services  over  the  impact  of  review  programs  already  in 
existence. 

Sensitivity  to  duplication  was  evident  in  an  OASD(l&L)  staff 
report  of  December  1961  which  recommended  the  creation  of  a  procurement 
review  program.  There  it  was  stated  that  the  establishment  of  a  competent 
review  program  would  enable  "the  elimination  of  such  departmental  audit 
and  inspector  general  activities  as  are  currently  operating  in  the  area 
of  procurement  review."  This  early  aim,  stated  in  the  preliminary  plan¬ 
ning  report,  was  not  included  in  the  ultimate  specification  of  the  objec¬ 
tives  and  responsibilities  of  the  Procurement  Review  Program,  nor  is  it 
currently  considered  a  desirable  goal.  On  the  contrary,  the  work  of 
other  review  agencies,  such  as  internal  audit,  is  considered  by 
Procurement  Management  Review  personnel  to  complement  their  own 
activi ties. 

Those  responsible  for  internal  audit  have  not  reduced  their 
effort  in  the  review  of  procurement,  functions.  Procurement  Management  Re¬ 
view  personnel  indicate  that  they  review  almost  all  audit  imports  but  find 
few  which  contribute  to  procurement  review  projects;  however,  it  was  noted 
in  discussing  this  aspect  with  audit  personnel  in  the  field  '  ,«,»•  internal 
audit  personnel  make  little  reference  to  procurement  mn.iagement  review 
rep~*-hs.  Tt  was  held  by  audit  personnel  interviewed  that,  to  validate 
other  functions  at  an  activity,  a  review  of  procurement  fundi  .ns  is 
essential.  The  Assistant  Secretary  of  Defense  (Comptroller)  on 
September  10,  lOblj,  issued  a  memorandum  to  tin  Assistant  Secretaries  for 
Financial  Management  of  the  Military  Departments  and  the  Com.n t.rollc r  of  the 
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Defense  Supply  Agency  which  required  "that  audit  programs  be  araended  to 
exgaad  audit  coverage  of  procurement  practices  and  procedures.. 

None  of  the  foregoing  Is  intended  to  disparage,  in  any  sense, 
the  effectiveness  of  the  Procurement  Management  Review  Program.  The 
view  of  the  Assistant  Secretary  concerning  tnat  urogram  is  clearly 
expressed  in  Ms  Memorandum  of  February  6„  1965  (Attachment  A). 
Further,  a  number  of  favorable  ectsaents  were  made  to  ne  by  operating 
personnel  regarding  the  effectiveness  of  the  Procurement  Management 
Review  Program.  The  sole  point  here  is  that  we  should  seek  an  organi¬ 
zational  structure  ana  organizational  relationships  for  the  Supply 
Management  Review  Program  which  win  minimize  duplication  with  other 
review  or  audit  programs,  but  take  full  advantage  of  the  resources  and 
products  of  those  progrsans. 

The  organisation  and  staffing  alternative  selected,  by  the  working 
gjxrup  os  being  me .  c  suitable-  for  thf  Supply  Management  Review  Program 
has  the  following  elements,  discussed  in  greater  detail  in  the  follow¬ 
ing  page 3° 

a.  A  small  new  staff  within  G.VS»(m)  to  manage  the  program, 
select  review  areas,  advise  all  Dob  components  involved  of  review 
plans  arm  objectives,  handle  arrangements  with  other  organizations 
participating  in  tie  program,  and  conduct  occasional  reviews  on  a 
selected  case  or  exception  basis. 

0.  The  staff  within  GASD(Ccrap)  to  do  the  planning  and  coordi¬ 
nation  work  necessary  to  enable  internal  audit  personnel  of  the  Mili¬ 
tary  Departments  and  DSA  to  undertake  supply  management  reviews 
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c.  The  internal  audit  staffs  of  the  Military  Department*  and 
USA  to  carry  out  the  major  portion  of  the  ©apply  Kaaages«nt  Review 
Program  field  work, 

Oae  Important  advantage  of  this  alternative  is  that  possible  dupli¬ 
cation  between  supply  management  reviews  and  internal  audits  would  be 
minimised,  also  avoiding  both  duplication  in  manpower  resources  and 
the  double  impact  on  operating  personnels  This  approach  would  pro¬ 
vide  the  neceas&ry  coordination  of  review  effort  DoD-wide  and  has 
the  potential  of  acquiring  sufficient  manpower  to  jaake  substantial 
inroads  on  the  large  number  of  supply  management  problem  areas. 

Audit  offices  are  already  staffed,  minimizing  organizational.'  snd 
staffing  problems,  and  the  program  could  be  Implemented  at  aa  early 
date  more  effectively  using  such  existing  organizations.  Among  the 
factors  supporting  employment  of  audit  resources  to  undertake  the 
majority  of  the  supply  management  reviews  are  (l)  the  basic  purpose 
of  internal  audit,  and  (2)  the  extent  to  which  audit  agencies  are 
already  involved  in  the  review  of  supply  management  functions. 

The  recently  revised  DoD  Directive  7<S<X).2,  "Department  of 
Defense  Audit  Policies,"  August  19,  1965,  stated?  "The  purpose  of 
internal  auditing  ie  to  provide  those  responsible  for  management  at 
all  levels  with  an  independent,  objective,  and  constructive  evaluation 
of  the  effectiveness  and  efficiency  with  which  managerial  responsi¬ 
bilities  (including  financial,  operational,  and  support  activities) 
are  being  carried  out.  All  organizational  components  and  levels  of 
operations  will  be  subject  to  independent  and  comprehensive  audit 


reriev  and  appraisal.  Internal  audit  activities  will  include  examining 
*md  appraising  policies,  systems,  procedures,  records  and  reports 
relating  to  progrs— lag,  budgeting,  accounting,  procurement,  supply, 
financial  or  business  transactions  of  all  kinds,  end  other  operations 
having  an  impact  on  the  expenditure  of  funds,  utilization  of  resources, 
or  effective  accompli absent  of  management  objectives."  Auditors,  under 
this  directive,  are  'Required  not  only  to  report  facts  ascertained,  but 
to  make  recommendations  In  connection  therewith  to  appropriate  levels 
of  management. 

The  ASD( Comptroller)  Is  responsible  for  audit  policy  which  is  imple- 
mented  through  the  audit  agencies  of  the  Military  Departments  and  other 
DoD  cemponents  authorized  to  have  audit  agencies.  This  Includes 
responsibility  for  developing  policies,  plans,  and  procedural  guidance 
for  internal  audit,  the  coordination  of  audit  matters  within  DoD  and 
with  outside  agencies,  and  dissemination  of  audit  information  within 
OSD  offices.  One  of  the  functions  of  QASD(Conp)  is  the  coordination 
of  audits  within  DoD  which  involve  two  or  more  of  the  Departmental 
audit  agencies.  Although  the  audit  agencies  of  the  Military  Depart¬ 
ments  and  DBA  determine  the  areas  to  be  audited  and  publish  audit 
schedules,  wfaea  effective  audit  coverage  of  a  program  or  function 
Involves  matters  which  extend  across  departmental  or  organizational 
boundaries,  "assist  audits"  are  arranged  by  QASD{C«p)  where  necessary. 

Bspfaasis  has  been  placed  on  the  audit  of  supply  management  functions 
since  the  publication,  of  an  OASD( Accounting  and  Audit)  Memorandum  of 
October  3,  1962,  "Expanded  Audit  Coverage  of  ftapply  Management 
Operations."  For  audit  purposes,  DoD  Instruction  7&0O.1,  "Suamary 


Report  of  Audit  Operations,"  of  July  1,  19$+,  defines  "supply  manage¬ 
ment"  as  follows: 

"This  area  reflect*  the  management  and  control  of  inventories 
accounted  for  in  supply  systems  from  development  of  requlreaenta  until 
they  have  been  Issued  to  a  using  organization  ....  It  includes 
appropriate  depot  operations,  inventory  control,  storage  and  issue 
and  requisitioning,  transportation  of  things,  logistic  operations  at 
aerial  and  pea  ports,  functions  performed  by  supply  management  offices 
such  as  Inventory  Control  Points  and  Inventory  Managers.  Pome  of  the 
identifiable  functions  are:  Military  personal  property  inventories, 
stock  fund  inventories  and  related  accounting  systems,  warehousing, 
air  and  sea  cargo  transportation  facilities,  stock  balance  and  con¬ 
sumption  reporting  systems  and  computation  of  requirements  .... 
Excluded  from  this  area  are  maintenance  and  overhaul,  procurement, 
and  contract  administration." 

As  its  title  indicates,  BoD  Instruction  7600.1  calls  for  a  romsary 
report  of  audit  operations  by  the  audit  organisations  of  the  BoD 

components.  Resulting  data  arc  tabulated  mi  the  following  page: 
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INTERNAL  AUDIT  MANPOWER  i'' 
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(Direct  Audit  Effort  Only) 
For  Year  Ending  June  30,  3-965 


Service/Agency 

Audit 

Man-Years 

Audit 

Man -Years  for 
Supply 

Management 

Percent  of 
Time  for 
Supply 
Management 

Ai^y 

533 

170 

32* 

Nav>' 

307 

71 

°-3i 

Air  Force 

859 

233 

DSA 

40 

24 

fcOjfe 

TOTAL 

1739 

498 
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1/  Sou rce--Pre .11*1  nary  Information  Furnished  by  QASD(Ccmrp) 
(.Accounting  &  Audit  Policy) 

Under  the  expanded  audit  coverage  ,f  supply  management ,  there  is 
considerable  manpower  devoted  to  review  of  ICP  functions.  The  data 
on  the  following  page  relate  to  the  ICPs  -.0  sited  by  the  working 


group ; 


AUDIT  MANPOWER  AT  ICPS 


Axuwal  Allocation 


IGF 

Auditors  in 

Residence 

of  Man-Years  Estimated 
for  Supply  Management 

AVtXK 

17 i/ 

16 

spec 

& 

5 

SAAMA 

26 

ih 

DGSC 

N/Av.^ 

N/At. 

DPSC 

n/av.i/  y 

B/Av. 

ECCM 

n/kv.y 

20-22  (Est.) 

MCSA 

ii  / Av .  y  y 

R/Av. 

l/  Eillets  were  approved  to  expand  this  office  to  22  members. 

2/  Plans  were  underway  to  expand  this  office  to  7  members. 

Served  by  regional/area  offices;  man -year  data  not  readily 
available . 

\J  DPSC  served  by  Philadelphia  office  of  D6A  Eastern  Regional 
Office.  Thirty  two  members  are  located  in  Philadelphia 
branch. 

£/  Special  visit  by  one  member  of  wording  group. 

0/  MCSA  served  by  RAAO  Philadelphia  which  has  had  38  aamberc  in 
the  Phi  lade  Iphia/Mec  hani  csburg  area. 

There  is  a  trend  of  internal  audit  toward  the  acre  ccmprebenaive 
type  of  review.  Examples  of  such  audits  are  the  recent  audit  on 
evaluation  of  the  programs  for  interservicing  of  assets  within  DoP 
and  one  currently  being  conducted  to  improve  the  Military  Assistance 
Program.  Such  examinations  are  somewhat  comparable  to  the  complex, 
functional  reviews  envisioned  as  being  mandatory  in  the  Supply 


Management  Review  Program.  '.'Che  ccrap  ihensive  audits  are  conducted  on 


a  functional  (lateral)  basis  and  on  an  integrated  (vertical)  basis.  Both 
types  of  audits,  however,  are  detailed  examinatf  ons  of  extremely  complex 
problems .  The  degree  of  complexity  can  perhaps  oe  Illustrated  by 
allocation  of  resources  to  ex*,  nix.  s  of  these  audits,  as  shown  below: 

Examples  of  Recent  Comprehensive  Audits 
In  Various  Areas  of  Supply  Management 


ARMY 


NAVI 


AF 


PSA 


Title 

\  1 1 me  Re qui red ) 


Type /dumber  of 
Activities  vicitec. 


Direct  Bud 
.Man  -Vcuc 


DIKE -Hercules  Audit 

(6/61  -  3/65) 


s  blOPs  8l 

7  Army  Depots 
4  Froc.  Districts 
2  Hdqtra.  Offices 

6  Army  Hdqtrs. 

31  Class  I  Installations 
83  Missile  Units 
4  JSAJ3UR 

7  USAPAC 

8  Contractors'-  Plants 
Mi  sc 


S-.jpply  System  Responsive¬ 
ness  to  Fleet  Requirements 
for  Ships  Assemblies  & 
Repair  Parts 

(6/68  -  6/64 ) 


1  ICP 

5  Supply  Centers 

6  Shipyards 
3.4  Others 


Selected  Factors  and 


Requirements  Oomputa 
lions  Audit 


(9/64  -  Not  Corcp  ■  eted) 


Material 
(9 ,  t>4  - 


Ret 


ms 


Audit 


A  '•*.  .• 

A  AMT  ' 
l8C  Bases 
Selected 
Contract-  re 

11  DCA  NT CPs  Depots 
i  Amsy 
7  c  N«vy 
21  Air  Force 


“  DSA 
<  Army 
L4  N’av 
4  Air 


1  ■  Does  not  include  administrative  effort  nor  tune  of  opt* rating  personnel  at 
installations . 


A  conceivable  disadvantage  of  the  selected  organizational  and 
staffing  am roach,  with  its  heavy  reliance  oa  audit  manpower  to  con¬ 
duct  supply  management  reviews,  centers  around  the  necessary  division 
of  responsibility,  and  possible  disagreements,  between  OASD(l&I«)  and 
Q4SD{Conqp).  The  ASD(IMj)  would  not  have  as  great  a  degree  of  control 
ever  the  Supply  Management  Review  Program  as  would  be  possible  if  all 
personnel  required  for  the  program  were  assigned  ■*  .  his  office, 
ASD(l&L}  has  functional  responsibility  for  supply  management  and 
logically  should  ha.e  control  and  di~  _tion  of  the  program,  However, 
large-scale  employment  of  audit  resources  for  the  Supply  Management 
R(  lev  Program  will  require  ASP(l&L)  to  share  program  responsibilities 
with  ASD(Canrp)  who  oversees  the  audit  function. 

Our  proposal  also  may  be  judged  as  having  a  disadvantage  from  the 
Comptroller  viewpoint.  We  see  the  principal  responsibility  for  select 
ing  Supply  Management  Review  Program  review  areas  to  be  vested  in 
QA3D( I&L ) ,  and  the  principal  vehicle  for  undertaking  these  reviews  to 
be  the  audit  agencies.  Under  this  arrangement,  auditors  will  not  be 
free  to  select  their  own  review  areas,  to  the  extent  that  they  ps"*ici 
pate  in  the  Supply  Management  Review  Program.  This  restriction  may  be 
difficult  for  auditors  to  accept,  particularly  in  the  light  of  their 
traditional  independence  based  on  statutory  authority. 

Final.1  v,  a  third  possible  disadvantage  in  our  recommended  approach 
relates  to  the  quality"  of  the  Supply  Management  Review  Program  audit- 
reports  end  the  probable  extent  to  which  supply'  management  personnel 
will  make  use  of  Tuch  reports.  The  members  of  the  working  gr^up,  and 


seme  who  have  discussed  this  subject  with  us,  recognize  that  the  scope 
and  usefulness  of  past  internal  audit  reports  have  varied  considerably 
We  attribute  this,  in  some  measure,  to  the  frequent  use  of  activity-by¬ 
activity  (posts,  stations,  IC?s,  etc,)  audits  which  have  not  dealt  in 
sufficient  concentration  and  depth  with  the  supply  management  problems 
demanding  attention.  Audit  personnel  strongly  commented  to  the  working 
group  on  a  msaber  of  occasions  that,  in  their  view,  supply  management 
officials  seem  to  make  very  little  use  of  audit  reports.  Auditors 
complained  that  most  of  the  supply  management  pi  obi -ms  and  weaknesses 
they  observe  and  report  are  not  new;  that  they  had  observed  and  re¬ 
ported  them  before  but  that  apparently  nothing  had  been  done. 

We  feel  that  closer  collaboration  between  supply  and  audit 
personnel,  called  for  under  the  recommended  organizational  relation¬ 
ship,  will  contribute  to  improved  and  more  useful  audit  results. 
Specifically,  the  role  we  have  spell  ,ut  for  supply  management 
personnel  -  to  select  problem  areas,  set  forth  problem  descriptions 
a-.i  review  objectives,  and  participate  in  the  development  of  detailed 
guidance  for  the  conduct,  of  Supply  Management  Review  Program  reviews 
by  audit  personnel  -  would  inevitably  make  the  review  results  more 
useful  j  supply  management  officials. 

In  short,  the  working  group  does  not  consider  that  the  several 
potential  disadvantages  of  the  recommended  organizational  alternative 
con  titute  a  serious  threat  to  relative  effectiveness  of  the  proposal. 

The  approach  selected  by  the  working  group  -  reliance  upon  audit 
manpower  and  capability  to  handle  a  large  port  of  the  job  -  was 
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discussed  informally  in  the  late  stages  of  our  study  with  OSD  supply  aid 
audit  officials.  Without  suggesting  a  commitment  which  does  not  exist, 
but  only  to  indicate  that  some  staff  work  in  this  area  has  been  done, 
we  report  that  reactions  to  the  plan  were  strike,  rsgly  favorable. 

1't  is  therefore  recoasaended: 

a.  That  a  small  staff  be  established  within  QASD(l&l)  to  manage 
the  Supply  Management  Review  Program,  carrying  out  the  necessary 
Tir.ctione,  including  the  following: 

1.  Select  the  supply  management  problem  areas  to  be  incor¬ 
porated  in  annual  and  longer  range  review  programs,  and  establish 
review  topic  priorities. 

2.  Advise  the  Military  Departments,  DSA,  and  other  DoD 
agencies,  as  appropriate,  of  such  review  plans  and  objectives  for  developing 
uniform  DcD-wicLe  policies  in  specific  supply  management  functional  areas. 

3.  Arrange  with  other  OSD  organizations  and  other  DoD 
components  for  their  participation  in  the  Supply  Management  Review  Program. 

4.  Develop  specific  problem  descriptions  and  review 

objectives. 

5.  Assist  in  the  preparation  of,  or  review,  detail'  d 
guidance  for  the  conduct  of  individual  reviews  to  be  made  by  partici¬ 
pating  organizations. 

6.  Directly  undertake  reviews  of  selected  supply  management 
areas  where  the  urgency  of  QASD(l&l ;  interest  or  other  special  circum¬ 
stances  make  the  as''->'gniaent  of  such  subjects  to  participating  organi¬ 


zations  infeasible. 


Obtain  and  analyze  report's  and  other  required  information 


free  participating  organizations. 

8.  In  coordination  with  other  OSD  organizations  involved, 
develop  proposed  DoB-wide  policy  guidance  indicated  to  be  needed  by 
problem  area  reviews  and,  when  appropriate,  staff  proposals  vith  the 
Military  ItepartEsents,  DGA  and  other  agencies  involved. 

b.  That  OASD( Comp )  participate  in  the  Supply/-  Management  Review 
program  by  coordinating  the  audit  effort  necessary  to  accomplish  the 
objectives  of  the  program  and  carrying  out  the  necessary  functions, 
including  the  following: 

1.  Make  arrangements  with  OASD(l&L)  concerning  the  extent 
of  Supply'-  Management  Review  Program  participation  by  audit  personnel 
throughout  the  Department  of  Defense;  d.  act  Military  Department  end 
DSA  audit  participation:  and.  when  indicated  by  changes  in  workload  or 
staffing,  arrange  for  adjustment  in  audit  participation. 

<?.  Recommend  tc  GASD(l&L)  areas  for  supply  management 

review. 

3.  Allocate  designated  audit  resources  to  meet  established 
review  xerograms 

4.  Develop  audit  guidance  for  each  review  topic  in 
collaboration  with  QASB(l&L), 

5.  Assign  to  audit  agencies  individual,  or  joint  participation 
in  particular  reviews ,  as  appropriate,  and  coordinate  such  audit  efforts. 

6.  Obtain  from  participating  audJ.t  agencies  reports  which 
offer  findings,  evaluations  and,  whenever  possible,  recommendations 
vith  respect  to  DoD  supply  management  policy. 
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7.  Provide  to  OASD(lsL),  for  eacr.  supply  management 
reviewed,  a  single  report  which  offers  findings,  evaluation  and,  whenever 
possible,  recommendations  with  resoect  to  DoD  supply  management  policy, 
c.  fnat  the  Military  Departments  and  DSA  participate  in  the 
Supply  Management  Review  Program  as  follows: 

1.  Collaborate  with  OASD( Comptroller)  in  establishing 
arrangements  for  audit  personnel  cf  tne  Military  Departments  and  DSA 
to  assist  in  the  Supply  Management  Review  Program  within  existing 
resources;  undertake  such  review  work;  and  report  results,  including 
recommendations  for  changes  in  supply  policy  whenever  possible,  to 
OAS'P(Ocffliptroller) . 

?..  As  3  minimum,  establish  and  designate  a  point  of  contact 
and  cccrdi ration  within  the  supoly  management  staff  of  each  Military 
Department  and  DSA  to  be  responsible  for  communication  and  collaboration 
with  0ASD(l&L)  on  such  matters  as  problem  area  identification;  selection 
and  priorities;  guidance  for  conduct  of  reviews;  and  participation  in 
reviews,  on  a  selected  case  basis,  by  Departmental  and  Agency  supuly 
management  personnel, 

A  decision  concerning  the  size  of  the  staff  suitable  for  the  recom¬ 
mended  new  Supply  Management  Review  organization  in  OASD(l&L)  must,  be 
rather  arbitrary;  there  is  a  huge  amount  of  work  to  be  done,  leaving 
it  a  trade-off  between  size  of  staff  arid  length  of  time  to  make  p-  ogress 
in  this  work.  We  are  convinced  that  the  range  and  complexify  of  supply 
management  problems  facing  such  an  organization  and  their  oayoff 
potential  warrant  a  significant  investment  in  manpower  resources. 

hi 


There  are,  however,  recognisable  constraints  which  tend  to  limit 
t>ach  a  recoHEaendation  Chief  among  these  is,  we  believe,  that 
from  a  practical  viewpoint,  the  proper  approach  is  to  attack  indi¬ 
vidual,  significant  problems  in  order  of  importance.  While  several 
problem  areas  can  be  addressed  by  separate  reviews  carried  out  in 
the  same  time  frame,  any  attempt  to  extensively  review  and  develop 
better  policy  across  a  broad  front  in  a  single  review  effort  would 
be  impractical  and  would  not  be  successful..  In  addition,  on  a 
long  tern  basis,  as  the  program  progresses  the  range  of  problems 
requiring  policy  improvements  should  decrease,  For  these  reasons, 
we  recananend  that  a  minimum  staff  of  six  supply  specialists  be 
established  in  OASP(l&L}  to  6tart  the  program.  As  the  program 
proceeds,  this  staff  could  expanded,  if  warranted,  hash'd  on 
increased  availability  of  audit  effort,  f^r  supply  management 
reviews,  the  necessity  f>  r  nsor*  reviews  outside  the  audit  program 
than  are  now  foreseen,  or  *he  decision  -that  benef-'  +  s  derived 
could  significantly  increase  by  sy~h  an  ■0vp.-..sion 

The  placement  .-.-f  this  new  organisation  within  0A1D(TSJ.'  is 
strongly  suggested  (l)  by  the  nature  of  the  subject  matter  with 
which  it  will  he  engaged,  and  (2)  bv  the  need  to  keep  this  group 
a  separate  entity,.  On  the  first  point,  we  anticipate  that  the 
great  majority  of  the  matters  ro  be  dealt  with  under  the  Supply 
Management  Review  Program  will  he  within  the  assigned  span  of 
authority  and  responsibility  of  the  existing  Supply  Management 
Policy  Directorate.  Virtually  all  of  the  problem  areas  t|a- 
•  '  Ihed  'Attachment  F  fail  ^.utc  this  category.  On  Uy'  second 


point,  we  see  clearly  that  the  Supply  Management  Its  view  Program  must 
be  managed  by  an  organizational  entity  in  which  the  personnel  are  not 
routinely  exposed  to  day-to-dsy  calls  to  handle  "fire  drill"  and 
correspondence  deadline -type  work  which  would  distract  personnel  fro® 
carrying  out  the  program.  A  separate  division  dealing  exclusively 
with  Supply  Management  Review  Program  business  appears  to  be  a 
requisite. 

It  is  therefore  recommended  that  the  responsibility  for  directing 
the  Supply  Management  Review  Program  be  assigned  to  a  new  division  of 
the  Supply  Management  Policy  Directorate  of  GASL(I&L) ,  to  be  staffed 
with  six  supply  specialists  capable  in  analytical  work  with  diversi¬ 
fied  experience  In  Defense  supply  management, 

One  last  comment  and  suggestion  relate  to  the  earlier  recomen- 
dation  that  QASD(Ccnp)  make  arrangements  with  QA3D(l&L)  concerning 
the  extent  of  audit  personnel  participation  in  the  Supply  Management 
Review  Program.  As  Indicated  earlier,  1,7^0  man  years  were  devoted 
to  internal  audit  in  FY  l$w5>  Of  these,  about  500  man  years  were 
expended  in  the  supply  management  area.  There  are  a  number  of  reasons, 
two  in  particular,  why  it  appears  wise  to  schedule  ini*'  ’ally  a  limited 
portion  of  total  audit  manpower  to  this  new  program.  Audit  officials 
wild,  continue  to  require  that  a  substantial  portion  of  the  audit 
manpower  now  working  in  the  supply  management  area  be  available  to 
make  audits  at  the  time,  at  the  place,  and  on  subject  matter  inde¬ 
pendently  selected  by  auditors.  We  also  foresee  that  some  learning 
time  will  be  required  to  effectively  exploit  the  working  relationship 
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and  procedures  we  have  proposed  between  supply  management  and  internal 
audit,  Xfciring  this  shakedown  period,  we  anticipate  that  both  the 
rev  OaSD\I&L)  Supply  Management  Review  Program  staff  and  the  OASD 
(Ccsap)  staff  coordinating  audit  participation  will,  develop  increas¬ 
ing  capability  to  direct  and  manage  the  program,  enabling  a  later 
build-  up  of  audit  manpower  which  can  be  effectively  employed.  It 
is  therefore  recommended  that,  in  making  r-rangements  for  internal 
audit  participation  in  the  Supply  Management  Review  Program, 

QASD‘vConsp)  give  favorable  consideration  to  using  for  this  purpose 
up  to  one-thira  of  the  audit  manpower  previously  devoted  to  work 
in  the  supply  management  area,  and  that  the  employment  of  this 
level  of  audit  manpower  be  phased  in  gradually  in  the  first  one 
to  two  years  of  the  Supply  Management  Review  Program. 


■  ■■■■■;' , 
■hi 
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INSTALLATIONS  AND  LOOIITICS 


ASSJSTANT  SECRETARY  OF  DEFENSE 

WASHINGTON,  0.C.  103G1 

ATTAChlSfT  . 


February  6,  1965 


MEMORANDUM  FOR  TEE  ASSISTANT  SECRETARY  OF  THE  ARMY  (l&L) 

THE  ASSISTANT  SECRETARY  OF  TEE  NAVY  (l&L) 

THE  ASSISTANT  SECRETARY  OF  THE  AIR  FORCE  (l&L) 
THE  DIRECTOR,  DEFENSE  SUPPLY  AGE2JCY 

SUBJECT:  EstabiisbaK  t  f  s  upply  Management  Reviev  Program 


In  a  report  by  my  Procurement  Reviev  Staff  c  December,  1964  entitled 
"Defense  rocureaent  Jianagement  Small  Purchase  Reviev, fl  it  is  reccai- 
mended  t  at  this  Office  establish  a  Supply  Management  Reviev  Program 
along  the  line  of  the  Procurement  Management  Reviev  Program, 

During  tfcu  first  -r  years  abo  *  fifty  re  vie  vs  of  procurement 
activit?  a  have  bee  made.  These  activities  obligate  ait  jut  80$  of 
Defense  proci  emsnt  dollas.  As  a  direct  result  of  these  revlevs 
and  the  ensuing  recommendations,  procuring  organi ration n  have  elim¬ 
inated  duplicate  effort  and  treamlined  procedures;  ’  educed 
Administrative  ad  -time  and  provided  more  time  for  the  procurement 
function;  reduced  the  use  o*  cost -plus -fixed-fee  contracts  art  im¬ 
proved  the  F^lectl-n  of  contract  type51;  broadened  the  use  of  com¬ 
petitive  procures*5  t:  and  impro.  ;d  pricing  procedures. 

I  '~m  convinced  that  comparable  gains  can  be  realized  through  a 
similar  reviev  mechanism  in  the  supply  management  area.  Accordingly, 

I  have  decided  to  establish  a  Supply  M&nageme .it  Reviev  Program. 

This  program  will  be  supervised  by  the  Supply  Management  Policy 
Directorate  vitiun  tills  Office. 

I  believe  it  vill  be  advantage  us  to  establ* 3h  a  working  group,  in 
which  your  representatives  raa^  participate  to  develop  organizational 
and  operating  pl*u  a  and  sn  itinerary  for  initial  reviews.  These 
reviews,  which  ve  expect  t^  launch  about  April  15,  1965,  should  ia?rve 
as  sound  toper!  enc  j  from  which  continuing  reviev  procedures  usry  be 
derived.  The-  groi  ;>  v*  JL  be  headed  by  Mr.  Walter  B.  Gol&finger  of  this 
Office.  I  would  appreciate  receiving  within  forty -live  days  your 
nomination  of  one  ' ndividual  who  can  assist,  in  establishing  this  new 
program . 


(Signed) 

PAUL  R.  IGNATIUS 
Assistant  Secretary  of  Defense 
(installations  and  Logistics) 
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COMPOSITION  OF  THE  WORKING  CROUP 


The  working  group  was  cb&ired  by  Mr.  Walter  B.  Ooldlinger,  OAST 
(i&L).  The  Service /Agency  representatives  cn  the  working  group  wen 
Mr.  Henry  M,  Levin,  Army 
Commander  Frank  N  Women .  SI,  Navy 
Mr.  Wendell  1  Allen,  Air  Force 
Mr  William  France !■=',  Maxine  Corps 
Mr,  James  H.  Sosnee,  Defense  Supply  agency 
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ASSISTANT  SECRETARY  OF  DEFENSE 
WASHINGTON,  D.C.  ?030! 
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"MitAUAriONS  AND  LOMfTKA 


ATTACHMENT  C 


15  April  1965 


MEMORANDUM  FOR  THE  ASSISTANT  SECRETARY  OF  THE  ARMY  fl&L) 

THE  ASSISTANT  SECRETARY  OF  THE  NAVY  (I&L) 

THE  ASSISTANT  SECRETARY  OF  TIE  AIR  FORCE  (IAL) 
THE  DIRECTOR,  EKFENSS  SOFTLY  AGEHCY 

SUBJECT:  Supply  Management  Reviev  Program 


Ir  reference  to  sy  mesaorandus  of  February  6,  1965,  a  working  group 
hai>  been  organised,  under  the  project  direction  of  Mr.  Walter  B. 

Golc  'inger,  Staff  Director  of  the  Requirement#  and  Provisioning 
Division,  Directorate  for  Supply  Management  Policy  of  office. 
Service/agency  representatives  named  to  participate  full-time  are: 

Henry  M.  Levin,  Army 
Frank  N.  Worden,  Cdr.  SC,  Navy 
Wendell  0.  Allea,  Air  Force 
William  Prmncoise,  Marine  Corps 
Janes  H.  Bones,  Defense  Supply  Agency 

This  gr  up  v  11  vork  as  a  single  body  tovmrd  a  cosqjletion  date  of 
October  “9.  _  >65.  Specialists  in  selected  functional  arena  nay, 
from  tlm  to  time,  be  requested  from  the  military  services  and  DSA 
to  assist  lie  group  In  an  advisory  capacity. 

To  auipl  ifr  my  February  6  memormbdm%  I  look  to  the  Supply  Management 
Reviev  1  r,rm  for  an  appraisal  of  problems  in  the  supply  management 
x'1  icy  ar,:f  and  to  serve  sm  an  important  injxrt  aouros  for  more 

u _ ora  Do-  -vide  supply  policy  in  the  major  problem  are  an.  This 

pr  is  ■*  -(tended  to  provide  this  office  sod  echelons  of  manage - 

men  vitMn  be  departments  and  agencies  (a)  advice  concerning  the 
relative  importance  of  existing  supply  problems,  and  (b)  recommenda¬ 
tions  with  reivoect  to  the  relative  priorities  for  their  solution 
throv  1  a  centi  vLly  organised  development  effort. 

I  visualise  that  the  Supply  Management  Reviev  Program  vill  have  a 
DoD-  d.de  perspective,  a  careful  selectivity  in  the  supply  management 
areas  to  be  reviewtrd,  and  a  pronounced  emphasis  on  policy  Improvements 
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In  the  litter  respect,  the  program  should  furnish  a  basin  for  cces- 
parlng  and  selecting  the  most  effective  policy/practices  employed 
by  one  or  more  of  the  agencies  for  use  by  all  agencies  where  spproprl ate . 
Thes'*  and  any  other  unique  charac teri sties  of  the  Supply  Management 
Review  Program  met  be  developed  further  to  minimize  dupil  ation  in 
objectives  and  approach  be"~ween  this  program  and  other  review 
efforts . 

I  will  expect  the  working  group,  with  your  assistance  and  advice,  t r  . 

1.  Select  supply  management  areas  cf  major  interest  frem  the 
standpoint  of  military  readiness  and  economy,  for  the  purpose  of 
future  emphasis  in  supply  management  review*. 

2.  Develop  a  standard  guide  which  cites  the  area*  to  be 
covered  by  supply  management  reviews  and  which  directs  the  conduct 
of  the  reviews;  and  undertake  pilot  reviews  to  the  extent  necessary 
to  determine  the  adequate,,  of  the  review  guidance. 

3.  Develop  a  DoD  Directive  which  will  formally  establish  the 
Supply  Management  Review  Program  cite  its  purpose  and  s^ope, 
prescribe  organizational  arrv  unseats  xd  relationships,  and  set 
forth  the  responsibilities  of  the  office  of  the  Secretary  of  Defense, 
the  Military  Departments  and  the  Defe  Supply  Agency . 

I.;  order  to  insure  that  the  eff 0:1.8  of  the  working  group  are  oriented 
toward  major  areas  of  supply  management  Interest  it  is  desirable  that, 
prior  to  visits  to  field  Installations,  aeeti  ;go  are  held  with  at 
least  the  department  /agency  elcuseiitt.  listed  below: 

Amy  -  Office,  Deputy'  Chief  of  Staff  for  Logistics 
Amy  Materiel  Command 
Supply  and  Maintenance  Command 

Navy  -  Bureau  of  Supplies  and  Accounts 

Air  yorct  -  Directorate  of  Supply  l*  Services,  Hq.  USAF 
Headquarters  Air  Force  Logistics  Command 

Marine  Corps  -  Headquarters  Marine  Corps 

PGA  -  Headquarters  Defense  Supply  Agency 

Prior  to  these  meetings,  the  working  group  will  provide  an  outline 
of  topics  to  be  covered,  an  agenda  and  &  schedule.  Subsequent  to 
service/agency  meetings  discussed  above,  visits  will  be  mad*  to 
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selected  field  Installations  where  gujyply  management  on  a  large  scale 
Is  performed*  These  activities  will  he  selected  after  discussion 
vlth  service/agency  headquarters  and  vlll  he  of  sufficient  numbers 
to  provide  a  thorough  understanding  of  the  differences  which  exist 
within  and  among  the  services. 

X  am  confident  the  Supply  Management  Review  Program  will  Identify 
areas  in  which  important  improvements  can  he  made.  By  stimulating 
more  responsive  supply  support  and  additional  cost  savings,  this 
work  will  contribute  directly  and  Indirectly  to  Increased  readiness 
of  the  operating  forces. 

AH  Department  of  Defense  agencies  involved  are  requested  to  cooperate 
fully  In  developing  and  initiating  this  new  program. 


(Signed  Paul  R.  Ignatius) 

pazjl  r.  icaimus 

Assistant  Secretary  of  Defense 
(Installations  and  Logistics) 


AFCACHMERT  I 


HEftDqgAftEERS  VISIT  ?CHKntTLB 

Service/Agency  headquarters  visits  were  aiade  as  follows: 


Mr  Force 

April  26,  1965 

"Defense  Supply  Agency 

April  27,  1965 

Marine  Corps 

April  29,  1965 

Mr  Fbrce  Logislics 

Coraaand,  Wright -Patterson 
Air  Force  Base,  Ohio 

May  4,  1965 

Amy 

May  6,  196? 

Navy 

May  10,  1965 
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ATTACHMENT  E 


ICP  VISIT  SCHEDULE  AND  GUIDANCE 


ICP 

Aviation  CojBjnand 
Army 

St.  Louis,  Missouri 

Ships  Parts  Control  Center 
Navy 

Mechanicsburg,  Pennsylvania 

Defense  General  Supply  Center 
Defense  Supply  Agency 
Richmond,  Virginia 

San  Antonio  Air  Materiel  Area 

Air  Force 

San  Antonio,  Texas 

Defense  Personnel  Supply  Center 
Defense  Supply  Agency 
Philadelphia,  Pennsylvania 

Marine  Corps  Supply  Activity 
Marine  Corps 

Philadelphia,  Pennsylvania 


Inclusive  Dates 
May  24-28,  1965 

June  7-11,  1965 

June  21-23,  1965 

June  28  -  July  x, 

July  6-8,  1965 

July  12-14,  196 


A  copy  of  the  type  of  guidance  provided  to  the  ICPe  prior 
working  group  visits  is  contained  in  the  following  pages. 


1.  General 


Supply  Manage men*  pt  _=-v  Program 
IGF  Visit  Guidance 


The  information  contained  in  the  following  paragraphs  and  in 
Attachment  2  is  provided  to  seek  standardization  of  coverage 
during  ICP  visits,  provide  guidance  and  *  une  for  preparation, 
lead  to  participation  by  individuals  qualified  to  discuss 
subjects  in  detail,  and.  form  -the  basis  for  presentations. 

2.  First  Day  -  Supply  Management  Pr onlem  Areas 

During  earlier  orientation  visits  m  OSD  ana  3eivi.ce  and  DSA 
headquarters  elements,  stress  *is  placed  or.  problems  supply 
management.  These  discussions  have  given  the  Working  Group  some 
understanding  of  the  problems  a*  fhese  levels.  It  is  now  neces¬ 
sary  to  (l)  obtain  IC?  information  regarding  the  scope  and 
importance  of  supply  management  problems  at  that  level  and  (2) 
ieam  of  iCP's  current  or  proposed  problem  solutions. 

To  accomplish  this,  it  is  desirable  that,  each  ICP  visited  devote 
all  or  a  major  portion  of  the  first  day  of  the  visit  to  this 
subject.  Presentations  or  discussions  should  describe  major  ICP 
problem  areas,  their  relative  importance,  their  causes  to  the 
extent  known,  and  proposed  solutions  wnere  thinking  has  progressed 
to  that  point.  To  provide  a  better  understanding  of  the  types  of 
problem  areas  of  inrerest  i  the  Working  Group,  ine  following  are 
mentioned  as  areas  vou  may  wish  to  discuss :  limitations  of  ADP 
equipment  or  techniques,  ''system"  requirements  versus  higher 
"distribution"  requirements,  faulty  requirements  input  data,  diffi¬ 
culty  in  selection  of  items  for  mobilization  reserve  stockage,  and 
problems  tn  MAP  support  guidance  interpretation.  The  foregoing 
are  illustrative,  far  from  all- inclusive,  and  are  not  intended 
to  imply  any  restriction  of  s..n K-ct  matter..  Areas  to  be  con¬ 
sidered  in  explaining  problem  causes  include  lack  of  policy 
guidance,  policy  guidance  difficult  to  interpret  or  implement, 
time  compression,  training,  e*c. 

In  addition  to  discussions  by  your  representatives  and  the  Working 
Group  of  the  aspects  of  problems  ore-sent ed  by  TCP  personnel,  the 
Working  Group  will  si so  offer  for  discussion  areas  mentioned  as 
problems  by  other  organizations  The  purpose  of  the  latter  dis¬ 
cussion,  where  topics  had  no*  been  presented  as  problems  at  the  ICP 
being  visited,  will  be  to  determine  the  Local  solution  or  the  reason 
the  problem  doe.;  not  exi st . 

2.  Second  Morning  -  Existing  Review  Programs 

Since  the  purpose  of  tne  working  Group  is  to  develop  a  Supply 
Management  Review  Program,  it  is  import on+  tne  group  become  aware 
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presentation  and 

have  been  covered  in  a  general  way  at  the^eadJaaxSrs  KSST5!* 
at  the^CP^ewl^  *tlb,Jeet  ln  c°n»tderal>iy  more  detiall 


It  i3  requested  that  this  subject  be  opened  by  a  presentation 
covering  reviews  being  made  of  the  ICP  by  higher  headquarters 
and  those  winch  are  seif -Imposed,  This  briefing  should  provide 
detail  regarding  the  frequency;  technique;  preparation  required, 
such  as  generation  of  ADEE  print-outs,  file  segregation,  question¬ 
naire  completion,  etcv;  and  the  composition  of  the  group  ng 
the  review,,  Special  attention  should  be  given  the  results  of 
these  reviews  and  the  uses  made  of  the  review  products  with 
emphasis  on  problem  areas  highlighted  and  policy  changes  which 
have  resulted  from  these  efforts „ 

3c  Second  Afternoon  -  Discussion  of  Supply  Management 

Certain  areas  of  supply  management  are  to  be  covered  in  more 
detail  as  outlined  in  paragraph  4„  jt  is  not  desired,  however, 
to  limit  the  subject  matter  of  the  orientation  visit  to  those 
specified  in  paragraph  4,  During  the  second  afternoon  the 
Working  Group  should  be  appvised  of  other  areas  or  functions 
which  constitute  a  significant  workload  at  the  ICP„  While 
fbirnal  presentations  are  optional,  it  is  desired  that  the  Work¬ 
ing  Group  meet  with  individuals  qualified  to  discuss  these  areas 
on  an  informal  basis  *  Examples  ,  illustrative  and  not  all- 
inclusive,  of  subjects  which  nay  be  appropriate  are  ICP  responsi¬ 
bility  for  technical  data  and  cataloguing,  utilization  and  dis¬ 
posal  program?,  organization  and  resource  planning,  etc,, 

40  Reaainder  of  Visit  -  Working  Level  Orientation 

The  remainder  of  the  visit  will  be  devoted  to  a  study  of  specific 
areas  of  the  ICP  operation.  The  Working  Group  will  divide  into 
three  teams  of  two  men  each;  these  teams  will  simultaneously 
obtain  a  detailed  orientation  in  the  policies,  procedures,  formulas, 
etc,,  for  (l)  provisioning  requirements,  (2)  replenishment  require¬ 
ments,  and  (3)«o  mobilization  requirements,  and  b,  special  program 
requirements.  Additional  guidance  with  respect  to  each  of  these 
areas  is  contained  in  Attachment  2, 

During  this  phase  of  the  orientation,  it  is  planned  to  review  the 
methods  involved  with  the  working  level  personnel  at  the  ICP  who 
have  the  responsibility  for  performing  these  operations .  Since 
the  Working  Group  does  not  wish  to  divert  a  large  number  of 
personnel  from  their  regular  work,  it  is  suggested  that  a  minimum 
number  of  Individuals  knowledgeable  in  the  areas  named  serve  as 
focal  points  for  the  discussion  and  that  other  individuals  be 
called  to  participate  as  needed 
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Three  meeting  places  suitable  f<  the  occcmBci'lacion  of  the  tvo-mar 
teams  and  the  related  I  CP  personnel  will  be  required.  Since  sate  of 
the  time  will  be  spent  in  a  detailed  review  of  work  sheets,  etc., 
table  space  will  be  re<joired. 


Management  Review  Program 
Guidance  for  Selected  Orientation  Areas 


1.  General. 

Detailed  orientation  will  "be  sought  in  tie  areas  briefly  outlined 
in  the  following  paragraphs ,  In  each  area,  tvere  will  be  interest 
in  reviewing  working  level  detail,  including  supply  control  studies, 
program  data  sheet*,  input  data,  requirement*  formulas,  etc. 

The  orientation  vou_d  b°  accelerated  if  a  few  ccnputations  (several 
copies)  representative  of  policy  guidance  were  selected  in  advance, 
and  all  guidance  and  vorKing  papers  re  enured  for  a  detailed  explora¬ 
tion  of  the  process  assembled  for  reference,  Sxwspls*  chosen  should 
be  indicative  of  the  normal  methods  used  as  veil  as  some  to  illustrate 
deviations  from  the  usual  method.  It  would  be  most  beneficial  if  the 
individuals  wire  actually  made  the  computation  and/or  are  responsible 
for  the  item.  cydLd  participate  it  the  discussion. 

At  the  time  of  this  rcsspreheoaiTe  on* sits  orientation,  requests  may 
be  made  for  copies  of  related  papers,  including  applicable  regula¬ 
tions,  directives,  and  ether  guidance  and  working  documents. 

2.  Provisioning  Requirement* 

Coverage  of: 

a.  Policies  and  procedures  for  all  elements  cf  provisioning 
req’rlremerts,  r:.c h  a«  initial.  allowances .  operating  level 
(usage  oaia  dsveicpsient  period  level),  safety  J  >ei,  pro¬ 
curement  lead  time  requirement,  initial,  overhe  require¬ 
ment's.  etc.: 

b.  Determinative  of  rscuiremert*  with'*?  each  of  the  foregoing 
requirement  elements  for  consumable  items,  reparable  items, 

1  v  scran  va  itass,  b.igV/ •‘•al’.e  items,  shelf  life  itoms,  etc.; 

c.  Distribution  criteria  and/or  distribution  restrictions; 

d.  Program  date  usee  ir  .determining  provisioning  requireswnts, 
such  as  maiuteaanc0!  plans;;  support  concept*'  operational 
plans:  R!»D,  teat  and  evaluation  reports,  etc. 

3.  Replenishment  Requirements 
Coverage  of: 

a.  Classification  of  items  into  management  categories; 
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b.  Criteria/ procedural  for  handling  items  as  "replenishment" 
items  (instead  of  "nev"  or  "provisioning"  items); 

e.  Kinds/ slzes/b&sis  of  supply  levels  for  various  manage - 
sent  categories  of  repleni absent  items; 

d.  Knowledge  and  control  of  assets,  and  use  of  asset  data 
(including  validation  techniques); 

e.  Knowledge  and  use  of  demand  and  other  requirements  input 
data  (including  validation); 

f.  Demand  forecasting  techniques; 

g.  Requirement  computation  techniques/foiras/formulaa,  includ¬ 
ing  basis  for  judgment  deviations  from  standard  procedures; 

h.  Requirements  re*  lev  or  audit  policies /and  procedures 

(including  post -award  review);  ^ 

/ 

i.  Stratification; 

/ 

j.  Budgeting.  / 

/ 

Mobilisation  Reserve  Requirements 
Coverage  of  s  /' 

j 

a.  Policies,  procedures  and  specific  criteria  used  in  select¬ 
ing  items  for  mobilisation  reserve  stocfcage; 

j. 

b.  Policies  and  procedures  used  in  computing  mobilization 
acquisition  and  retention  levels,  including  application  of 
peacetime  on  hand  and  on  order  assets  to  gross  mobiliza¬ 
tion  requirements;  application  of  assets  via  post-M  Day 
orders;  and  consideration  of  substitutes; 

9  i 
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c.  Criteria  for  categorizing  mobilization  requirements  as 
''prepositioned. " 

Special  Program  Requirements 

Coverage  of: 

a.  Guidance  with  respect  to  "non-recurring"  program  or  pro  ject 
requirements; 

b.  Technique  a  and  methodology  employed  in  the  determination  of 
these  requirements; 


c.  Control  of  assets  reserved  for  special  program  requirements, 
including  phase -out  of  requirements  as  assets  are  issued  to 
satisfy  the  requirement  and  cancellation  of  re  ulremen.s 
when  asset  issues  to  satisfy  the  total  requirement  are 
complete; 

d.  Controls  to  avoid  using  special  program  requirement  issues 
as  a  factor  in  replenishment  requirement  determinations; 

e.  Magnitude  in  terms  cf  frequency  of  establishing  or  re¬ 
computing  special  program  requirements,  number  of  line 
items,  dollar  value,  workload  involved. 


ATTACHMENT  I 


This  attachment  contains  detailed,  analysis  of  the  19  problem 
areas  considered  by  the  working  group  to  be  of  sufficient  importance 
to  be  made  a  part  of  this  report.  These  problems  are  not  listed  in 
order  of  importance,  except  for  the  first  two  which  concern  basic 
supply  management  matters  considered  fundamental  to  an  orderly  supply 
management  improvement  program. 

Each  of  the  following  problem  presentations  sets  forth  existing 
DoD  policy;  describes  the  problem  area,  with  special  emphasis  on  the 
differences  in  findings  at  the  ICPs  visited  and  the  relationship 
of  weak  or  absent  DoD  policy  to  these  variations;  and  offers  the 
working  group's  conclusions. 

The  problem  areas  discussed,  in  the  order  of  their  presentation 

are ; 


Page  Number 

Categorisation  of  Items  for  Management  Purposes .  67 

Supply  Effectiveness  Measurement  and  Analysis .  73 

I  CP  Asset  Knowledge  and  Control .  87 

Use  Rate  Factors  and  Demand  Forecasting .  03 

Procurement  Lead  Tim-'  Factors . .  103 


Input  Factor?  Peculiar  to  Reparable  Item  Requirements 


(Repair  Cycle  Time,  Repair  Rate  ana  Attrition  Rate). Ill 

Operating  Levels .  110 

Safety  Levels  ...  133 

Procurement  Lead  Time  I  'vels . 1U3 
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Page  Number 

Repair  Cycle  Le /els . . . ...............  I-+7 

Additive  Stock  Levels  Procured  in  Provisioning. .......... .151 

Criteria  For  Migrating  Provisioned  Item  Assets 

to  Demand  Management ..... . . . 159 

Selection  of  Items  for  Mobilization  Reserves. ....  ....... .  io5 


Mobilization  Requirement  Factors  and  Computation 

Techniques ...  . . . . . 173 

Application  of  Other  Than  Par  Reserve  Stocks  in  the 
Computation  of  Mobilization  Reserve  Materiel 
Requirements . . , . . . . . . .  177 

Basis  for  Decisions  Regarding  Prepositioned  Mobilization 
Reserve  Materiel  Requirements. . . . . . .  lS3 

Balancing  and  Protecting  Mobilization  Reserve  Stocks. .... .187 

Review  of  Computed  Requirements . . . 191 

Budgetary  Requirements . .  197 
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instructions  rertsininm  t.g  selective  naramerr.enT  invent 


;  6  ft!  ten  l  s  3.  nc 


states:  ’A.  Stratification  will  be  aceomrlishea  in  such  a  way  that  separate 
summary  financial  reports  can  he  prepared  for  (l)  insurance  items,  (2) 
provisioning;  items  (exclusive  of  insurance  items),  (3)  reparable  items  and, 
(l)  nor. -reparable  items,  when  these  breakouts  would  be  significant  ,  . " 

Paragraph  VIII  of  the  sane  Instruction  further  defines  the  management 
se  ments  references  above  but  adds  no  more  specific  reuuirsment  for  their 


DoD  Instruction  hiUo.7,  January  12,  II65,  subject:  "Control,  Supnly  and 
Positioning  of  Materiel,”  expresses  the  policy  on  centralization  and  de¬ 
centralization  of  materiel  management,  it.  defines  centralized  items  as 
'Those  ixems  for  which  the  cognizant  ICP  of  a  Military  Department  or  the 
DSA  has  prescribed  central  management  and  procurement,  i . e . ,  central  require¬ 
ments  determination,  supply,  control.,  distribution,  stoekage  and  procurement 
direction  by  the  cognizant  ICP".  It  defines  decentral ized  items  as  "Those 
items  for  which  the  cognizant  ICP  of  a  Military  Department  <  the  DSA.  has 
prescribed  local  management  and  procurement  by  bases,  posts,  camps  and  stations 
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aiiy  guidance  for  any  further  management  categorization  of  centralize 


I CP  revel. 


DoD  Instruction  1140.4,  September  j.  ly;  4  subject  :  ’'Management  .  ore 


Materiel  Pipeline,  Including  Levels  of  Supply, "  takes  referenc 


fnaract eristics  of  the  item  or  category ”  and  to  "inventory  inv 


'sstment 


in  addressing  the  subject  of  frequency  of  replenishment  shipments  in 


relation  to  the  estaeiisju..3nt  of  levels. 


Taken  together,  these  directives  seem  to  Imply  that  the  criteria  for 


management  attention  should  include  a  combination  of  factors  relating  to 


the  reparabirity  of  the  item,  the  dollar  value  of  the  demand  and/cr  the 


unit  price,  and  possibly  demand  characteristics,  as  reflected  by  references 


to  Insurance  items  and  provisioning  items. 


B.  Problem  Description. 


ICP  item  .management  categories  are  established  primarily  to  enable,  the 


application  of  management  techniques  of  differing  types  or  intensities, 


selectively  suitable  lor  the  types  of  items  in  the  different  management 


groupings.  Some  of  the  prime  characteristics  which  form  the  basis  for 


categorization  are  the  unit  price  of  trie  item  or  its  periodic  demand  value 


demand  frequency,  the  reparability  of  the  item,  and  other  characteristics  of 


the  item  (such  as  end  item  versus  repair  part).  Tailored  to  these  character¬ 


istics  and  to  the  resulting  management  categories,  a  wide  range  of  management 


methods  are  employed  which  directly  affect  the  depth  and.  breadth  of  stocks 
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Assets  apclied  to  computations  for  one  category  are  cn_y  tho_e  under  depot 
control  while  another  category  requires  the  application  cf  world-wide 
assets.  At  almost  every  ICF  visited,  the  thoroughness  of  the  review  of 
computations  is  related  to  the  management  category.  The  method  cf  computation 
ranged  from  a  machine -performed  operation  in  one  category  to  a  manually- 
generated  product  in  another  category.  One  TCP  visited  had  five  computa¬ 
tional  methods  which  were  arplied  m  accordance  with  the  management 
categorization  c:  the  item,  involved. 

Only  one  of  the  six  ICPs  visited  deviated  from  a  pattern  of  using 
demand  value  or  unit  price,  or  a  combination  of  com.  as  the  basis  for  a 
principal  management  category  segmentation.  The  1C?  which  deviated  included 
high  dollar  value  as  one  of  nine  varying  characteristics  based  on  item 
peculiarities  which  determine  the  items  which  cannot  be  managed  solely  on 
a  'recurring  demand"  basis  and/or  on  a  "by  exception"  basic. 

Variables  among  the  five  I  CPA-  using  doi  lar  value  as  a  primary  determinate 
factor  included  the  use  of  (1)  annual  demand  value,  (<r)  unit,  price  or,  ( 3 )  a 
combination  of  both.  Another  variable  was  the  designation  of  the  highest 
dollar  segment  of  management  categorization  which  varied  between  groupings 
with  ar  annual  demand  value  "floor"  of  $« .  pCO  to  a  category  with  a  ’.floor" 
of  $40/000. 

Two  of  the  ICPs  operating  under'  policy  guidance  of  the  same  higher 
headquarters  indicated  that,  effective  July  1,  196't,  the  policy  called  for 
the  i’ol lowing  categorization-  low  dollar  demand  -  $0  to  $4^0;  medium  dollar 
demand  -  $400.01  to  $4,y0C;  high  dollar  de.n-.inu  ever  $4 , ->Cf-  A  fourth 
category,  "VIP’,'  was  designated  for  it  arc:  havinr  pur*  iculariy  on  at  i  c  demand 
witli  "no  demand  predict  ion  capability”.  One  of  these  ITT;,  was  using  the 


breakout 


$0 


following  breakout  prior  to  the  policy  change:  lev  dollar  demand  - 
to  $1400,  medium  uo.li.ar  demand  -  $ll»OO.Cl  do  $10,000  and  high  dollar  dense: 
over  $10, OX. 


Another  ICi  used  a  four  petition  breakout  predicated  on  annual  demand 
value  as  follows:  lew  dollar  value  -  $.01  to  $2, 500;  medium  dollar  value  - 
$2,500.01  to  $25,000;  high  dollar  value  -  over  $>1,000  and  super-high  dollar 
value  -  over  $25,000  and  selected  for  intensive  management. 

One  ICF  considered  the  characteristics  of  demand  value  and  reparabiiity, 
and  subdivided  reparable  items  into  three  categories  -  repair  -  r,ns, 


spares  and  equipments. 

All  of  the  ICPs  visited  had  other  criteria  for  categorization.  One  ICF 
conA'lned  demand  frequency  with  the  value  groupings.  Items  having  in  excess  of 
£0  demand?  a  year  were  considered  fast  movers  while  those  having  less 
•*  hen  20  demands  but  more  than  one  were  considered  slov,  movers.  Other 
categories  involved,  were  "insurance",  "provisioning",  "special",  "unstratified" 
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due  I CP  had  developed  a  generic  grouping  of  items  which  included  air  like 
i  tern-.,  of  the  i’u.1 ;  size  range :  and  their  substitute  and  interchangeable  ?  terns, 
in’-o  one  management  grouping. 

r-'-i?  i  anc».  her  IT  appeared  to  p.ace  emphasis  on  a  categorization  of  tr. 
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ICP  which  did  not  emphasize  demand  dollar  value  plar»l'.  considerable  reliance 
on  this  codification  for  its  major  management  breakout.  Other  ICPs  used  it 
in  varying  degrees.  This  coding  system  involves  factors  such  as:  fixed 
stock  levels;  reparable  items  with  stock  levels  based  on  repair  cycle  require¬ 
ments  and  washout  rates;  deteriorative  nature;  requirement  for  ICP  approval 
prior  to  issue;  seasonal  items  requiring  scheduled  procurement;  and  items 
issued  as  kits,  sets„  chests  and  assemblies. 

Several  other  management,  coding  approaches  were  observed  at  the  ICPs 
visited.  These  were  not  common  among  the  ICPs  or  were  used  in  such  a  minor 
way  that  they  were  not  considered  of  sufficient  importance  to  warrant  mention 
in  this  report, 
c.  Conclusions, 

Although  problems  exist  in  the  area  of  categorizing  items  ft  centralized 
versus  decentralized  management.,  dealt  with  in  DoD  Instruction  klkO.J,  efforts 
are  currently  underway  to  make  improvements  in  this  area.  The  working  group, 
therefore,  confined  itself  to  problems  involved  in  the  categorization  of  items 
for  management  at  the  ICP  level  after  the  detem ination  has  been  made  that  they 
are  subject  to  centralized  management. 

Review  of  the  item  management  classification  problem  at  ICP  level  during 
this  study  reveals  that  there  has  been  no  substantial  change  in  the  problem 
as  described  in  the  report  of  the  Materiel  Management  Data  Systems  Study  Group, 
OASD(l&L),  dated  November  1962  and  published  under  the  title,  "Responsive 
Automated  Materiel  Management  System  1968  (RAMMS  68)."  OSD  policy  for  the 
categorization  of  items  for  management  purposes  is  required  as  a  first  step 
if  comparable  management  attention  is  to  be  given  comparable  items  at  all  ICPs. 
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It  is  noted  that  the  RAMMS  study  did.  offer  a  detailed  viewpoint  which  could 
serve  as  a  joint  of  departure  for  further  sturdy  and  ultimate  resolution. 


SUPPLY  EFFECTIVENESS  MEASUREMENT  AMD  ANALYSIS 
A.  Existing  DdD  Policy 

There  is  virtually  no  DoD-wide  policy  guidance  dealing  with 
supply  effectiveness  measurement  and  analysis.  DoD  Directive 
5105.22,  November  1,  1963  (revision),  subject:  "Defense  Supply 
Agency  (DSA),"  in  paragraph  VI.  "RJNCTTONS,"  under  subparagraph 
E,  "Systems  Analysis  and  Design,"  states:  "4.  Review  and  evalu¬ 
ate  the  operation  of  the  supply  and  service  systems  assigned  to 
DSA  and  make  changes  as  required  to  improve  the  effectiveness  of 
operations."  While  this  guidance  is  addressed  to  DSA,  no  com¬ 
parable  guidance  to  the  Military  Departments  was  noted.  However, 
the  Services  and  DSA  are  constantly  reviewing  their  supply  systems 
to  improve  the  effectiveness  of  the  operation,  as  can  be  attested 
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by  the  next  generation  systems  under  development. 

Further  guidance  from  OSD  on  the  performance  evaluation  of  a 
segment  of  the  supply  system  will  be  forthcoming  in  the  immediate 
future  through  the  implementation  of  the  Military  Supply  and 
Transportation  Evaluation  Procedures  (MILSTEP;.  "These  procedures 
will  produce  uniform  defense-wide  logistics  performance  measurement 
reports  to  be  used  in  achieving  the  following  objectives: 

1.  Establishment  and  revision  of  the  UMMIPS  time  standards. 

2.  Evaluation  of  performance  against  established  UMMIPS 
time  standards, 

3.  Establishment  of  performance  reports  to  provide  for 
point-to-point  reporting  by  shipping  activity  and 
carrier  performance  by  carrier. 

b.  Evaluation  of  performance  of  each  segment  of  the 
transportation  pipeline. 


5*  Determination  of  supply  systems  workload  and 
materiel  availability. 

6.  Provide  transportation  planning  guideline. 

7*  Provide  the  basis  for  traffic  pattern  analysis." 

As  can  be  noted  from  the  above  objectives,  this  procedure  deals 
more  with  transportation  evaluation  than  supply  evaluation  and  will 
provide  only  a  small  segment  of  the  total  supply  performance  evalua¬ 
tion  in  being  today.  However,  it  does  illustrate  the  feasibility 
of  expanding  existing  systems,  in  this  case  MILSTRIP  and  MILSTAMP, 
to  provide  a  standard  evaluation  system.  MILSTEP  is  applicable  to 
"stocked"  items  only  and  is  scheduled  for  phased  implementation  with 
one  phase  becoming  effective  January  1,  1966,  and  full  implementation 
July  1,  19 66.  This  procedure  will  provide  OSD,  the  Services  and 
DSA  with  reports  for  comparison  purposes  and  will  permit  the  estab¬ 
lishment  of  more  realistically  established  processing  time  standards 
within  the  suppler  system. 

B.  Problem  Description 

ICPs  within  all  of  the  Services  and  DSA  collect  and  analyze  various 
types  of  data  relating  to  (l)  supply  performance  measurement  and 
analysis,  (2)  workload  measurement  analysis,  (3)  inventory  condition 
profile,  and  (4)  supply  performance  cost.  Their  purpose  is  to 
measure  performance  against  goals  or  standards,  identify  areas  where 
improvements  have  been  made  or  are  needed,  and  provide  personnel 
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Supply  performance  measurement  and  analysis 

All  of  the  I CPs  have  been  provided  some  guidance  by  the  Services 
and  DSA  concerning  performance  measurement  indicators,  reporting 
frequency  and  format,  and  the  goals  or  standards  for  evaluating 
performance.  Performance  measurement  methods  in  use  generally  fall 
into  two  categories: 

1.  End  item  support 

ICPs  and  Services  providing  supply  support  for  aircraft, 
missiles,  and  certain  other  major  end  items  and  systems  use,  as  a 
principal  indicator  of  the  degree  of  supply  support,  data  on  the 
operational  readiness  of  the  end  items  or,  more  accurately,  data 
indicating  the  extent  to  which  these  end  items  are  not  ready  to  operate 
due  to  lack  of  needed  materiel.  The  terms  and  measurement  methods 
used  vary  among  the  headquarters  agencies  and  ICPs;  as  a  result, 
it  is  difficult  to  make  meaningful  comparisons  among  the  Services 
with  respect  to  such  indices  as  aircraft  out  of  commission 
for  lack  of  parts.  In  addition,  the  goals  or  standards  to  which 
performance  data  are  related  differ  among  these  organizations  and 
appear  to  be  set  arbitrarily. 

2.  Supply  system  responsiveness 

Apart  from  measuring  degree  of  support  for  particular 
end  items,  all  of  the  ICPs  employ  data  and  techniques  to  measure  how 
well  their  segments  of  the  supply  system  respond  to  demands  placed  on 
them.  Some  are  such  direct  measurements  as  the  percent  of  requisitions 
resulting  in  on-time  shipments,  and  the  percent  resulting  in  delayed 
shipments  (back  orders;.  Some  indirect  measurements,  indicating  the 
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potential  ability  of  the  supply  system  to  respond,  include  the  number 
of  items  in  an  out-of-stock  position,  the  rate  of  warehouse  refusals, 
and  comparisons  of  procurements  for  stock  replenishment  versus  for 
direct  delivery  to  re quisiti oners . 

A  basic  difference  was  noted  in  the  effectiveness  evalua¬ 
tion  approaches  under  conditions  of  appropriation  funding  and  stock 
funding.  Stock  funding  appears  to  place  more  emphasis  on  the 
relationship  of  projected  sales  and  realized  sales.  Appropriation 
funding  appears  to  place  more  emphasis  on  percent  of  on-time  actions 
with  little  or  no  emphasis  being  placed  on  the  cost  of  achieving  a 
high  on-time  fill  rate. 

The  Services,  PSA  and  individual  ICPs  have  established 
goals  for  supply  system  responsiveness.  Most  of  these  goals  relate 
to  such  performance  measurements  as  the  percent  of  shipments  made 
within  the  time  standards  prescribed.  Two  of  the  headquarters  agencies 
have  set  this  goal  at  85#  while  another  has  pegged  it  at  9 6f>.  Another 
Service  did  not  have  an  established  goal  in  this  area  at  the  time  of 
the  visit  of  the  working  group  but  it  is  understood  a  goal  has  since 
been  established.  The  working  group  found  no  scientific  approach  to 
the  establishment  of  goals.  One  headquarters  indicated  it  used  the 
average  of  the  three  best  ICPs  as  the  goal  for  the  next  month.  Some 
indicated  they  are  "commander  established"  and  others  indicated  gradual 
raising  of  the  goals  as  ICPs  begin  to  meet  them  to  "keep  the  sights  high. " 
£t  best  the  goals  seem  to  be  arbitrary  and  sometimes  based  on  no  more 
than  the  conviction  of  some  one  with  the  authority  to  make  the  decision. 
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Headquarters  and  field  personnel  commented  on  a  number  of  problems 
inherent  in  the  measurement  of  supply  system  responsiveness.  One  area 
of  difficulty  is  the  relationship  of  partial  fill  to  total  fill  on 
replenishment  requisitions..  None  of  the  Services/Agency  appear  to 
nave  gone  beyond  an  approach  that  no  credit  for  on-time  fill  can  be 
taken  for  a  partial  quantity. 

Some  of  the  managers  felt  that  performance  criteria  should  recognize 
a  difference  between  response  to  stock  replenishment  requisitions  for 
a  quantity  sufficient  to  last  over  a  long  period  and  response  to  an 
out-of -stock  requisition  for  a  quantity  of  one  where  the  requisitioner 
was  holding  a  due  out  to  the  ultimate  user. 

Another  area  of  concern  was  how  to  deal  with  the  required  delivery 
date,  either  as  specified  on  the  requisition  or  as  derived  from  time 
standards,  versus  the  processing  times  prescribed  in  measuring 
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responsiveness. 

Still  another  subject  which  aroused  considerable  debate  wets  the 
criteria  for  analyzing  supply  performance  in  connection  with  requisitions 
due  out.  There  are  four  schools  of  thought  on  this  matter.  One  view¬ 
point  is  that  the  number  of  stock  numbers  upon  which  there  are  back 
orders  is  the  proper  criterion.  Another  is  that  back  order  magnitude 
should  be  reflected  in  dollar  terms.  A  third  opinion  is  that  the 
number  of  requisitions  involved,  regardless  of  the  number  of  stock 
numbers  ov  their  dollar  value,  should  be  the  basis  for  measurement. 
Another  position  is  that  the  number  of  pieces  on  back  order  should 
serve  as  the  proper  indicator. 
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Another  area  subject  to  much  discussion  was  the  measurement  of 
performance  for  ''not  stocked''  items  as  contrasted  to  existing  measure¬ 
ment  of  "stocked"  items.  Since  there  is  no  DoD  policy  relating  to  the 
basis  for  stocking  items,  performance  can  be  raised  by  ICP  election 
not  to  stock  items  subject  to  infrequent  or  sporadic  demand.  Pre¬ 
scribed  policy  for  processing  times  covers  only  stocked  items  to  most 
performance  reporting  is  confined  to  those  items.  There  is  little 
effort  made  by  the  Services,  D3A  or  the  iCPs  to  evaluate  performance 
on  not-stocked  items.  One  Service  indicates  this  is  a  serious  omission 
which  precludes  the  establishment  of  realistic  lead  times  for  these 
items. 

Another  point  of  contention  was  the  lumping  of  high  management 
intensity  items  with  the  low  management  intensity  items  for  performance 
determination,  It  was  contended  that  low  availability  of  items  accorded 
only  "exception"  management  counted  as  much  against  an  ICP  as  did  the 
low  availability  of  high  management  intensity  items.  The  ICP  commander 
who  raised  this  point  felt  that  he  required  an  evaluation  system  which 
would  judge  his  performance  on  items  in  relation  to  the  higher  head¬ 
quarters  policy  for  their  management. 

Workload  measurement  and  analysis 

All  ICPs/Servlces  have  reporting  tec unique s  designed  to  measure 
workload  and/or  provide  the  basis  for  the  determination  of  performance 
measurement.  For  example,  total  requisi lions  processed  is  ?  work¬ 
load  factor  and  it  is  also  tne  basis  for  determining  performance  in 
arriving  at  the  percent  of  requisitions  filled  on  time,  back  ordered. 
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rejected,  suspended,  etc.  Other  examples  of  data  collected  in  this 
category  are:  number  of  item  studies,  number  of  procurement-  requests 
computed,  number  of  receipts  and  issues,  counts  of  catalog  actions, 
materiel  release  orders,  direct  delivery  orders,  back  orders, 
requisitions  in  work,  suspended  requisitions*  Issues  by  priority 
groups,  rejects,  etc.  These  reports  may  be  expressed  in  pieces, 
stock  number  items,  tons,  dollar  value,  etc.,  as  appropriate,  and 
in  some  cases  may  be  reported  under  several  breakouts  such  as  Issues 
by  tons,  dollar  value,  item  count,  etc. 

It  was  noted  by  the  working  group  that  the  workload  measurement 
reports  were  used  with  varying  degrees  of  intensity  and  success  for  the 
determination  of  day-to-day  work  force  allocation  and  long-range 
staffing.  There  was  little  use  of  thesE  data  in  equating  performance 
achieved  to  the  cost  of  attaining  that  level  of  performance, 
l.ost  of  the  workload  reporting  systems  viewed  were  not  in  sufficient 
depth  or  detail  to  provide  all  of  the  costs  involved  in  achieving  a 
given  degree  of  performance  proficiency  and  at  best  provided  only 
a  basis  for  broad  comparison  of  work  volume  with  operating  costs. 
Inventory  condition  profile 

All  Services,  DSA  and  ICPs  utilize,  for  all  types  of  items, 
other  evaluation  devices  designed  to  reflect  the  condition  of  the 
inventory  and  stock  control.  Examples  are  periodic  reports  which 
indicate:  new  item  growth,  long  supply  and  reportable  excess  items, 
inactive  items,  asset  status  change,  reasons  for  item  studies,  reparable 
generation  and  return,  inventory  accuracy,  materiel  release/warehouse 
refusals,  etc.  Some  of  the  above  elements  are  reported  in  the  terms 


of  line  Ltem  count.  Others  are  reported  as  dollar  value  and  sane 
have  both  count  and  value  assessments. 

Supply  performance  cost 

There  was  little  evidence  of  any  activity  employing  techniques 
which  permit  an  assessment  of  the  cost  of  attaining  any  degree  of 
support  effectiveness  or  inventory  condi -ion.  Most  activities  evaluate 
the  manpower  cost,  space  (office  and  warehouse)  cost,  EDPE  rental, 
inventory  investment,  etc. ,  and  some  headquarters  compare  one  ICP 
against  others  in  these  respects.  The  techniques  employed,  however, 
permit  only  a  sketchy  relationship  between  cost  and  performance  and 
no  evidence  was  seen  of  any  application  of  methods  which  produce  a 
direct  relationship  between  the  cost  of  variations  in  depth  and 
breadth  of  inventory  and  support  effectiveness. 

This  same  observation  was  made  to  the  working  group  by  a 
representative  of  Bureau  of  the  Budget.  In  pointing  out  the  need 
to  xie  the  effectiveness  rate  to  a  cost  to  attain  that  rate,  he 
used  the  example  of  an  ICP  with  an  excellent  weapons  operational 
rate  but  which  tied  up  many  years  of  inventory  and  caused  not- 
operationally-ready  conditions  in  other  parts  of  the  world.  This  same 
individual  pointed  out  a  tendency  of  management  to  give  the  most 
attention  to  the  actual  performance  rate  (at  rating  time)  rather  than 
to  performance  trends  - 

Along  the  same  line  a  representative  of  OSD(Comp) (Budget)  pointed 
out  that  one  budget  reviewer’s  performance  standard  is  how  much  materiel 
goes  excess,  while  the  inventory  manager's  performance  standard  is  how 
often  he  has  a  not-in -stock  condition. 
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Publications  of  compiled  statistics,  and  presentations  to  top  manage¬ 
ment  at  ICPs  and  Servir^/zigency  headquarters,  are  common  results  of  the 
collection  of  data  on  performance  measurement,  workload  and  condition 
of  the  inventory. 

The  most  common  method  is  by  the  use  of  published  reports.  These 
vary  in  both  frequency  and  content.  One  Service  produces,  semi¬ 
annually,  e  volume  of  some  500  pages  under  the  title  "Inventory 
Control  Operations  at  Supply  Distribution  Activities."  This  document 
reflects  a  Service  compilation  of  performance  and  workload  count  for 
all  of  its  ICPs.  Another  Service  produces  a  monthly  publication 
entitled  "Management  Yardsticks"  which  includes  some  26  graphic 
presentations  and  the  supporting  description  for  the  past  fiscal 
year  and  the  months  to  Sate  in  the  current  fiscal  year.  Another 
publishes  a  monthly  report  of  some  120  pages  titled  "Summary  Manage¬ 
ment  Data  Report."  This  report  covers  both  summary  data  for  all 
ICPs  as  well  aa  data  on  the  individual  ICP  statistics,  and  is  on  a 
current  year  basis  with  some  areas  indicating  two  previous  fiscal 
year  summaries  vith  the  current  fiscal  year  figures  on  a  montnly 
basis. 

Illustrated  oral  presentations  to  top  management  are  a  common 
product  of  the  reporting  system.  These  vary  in  content  but  most  are 
on  a  monthly  basis.  Most  of  the  presentations  are  based  on  parts  of 
the  monthly  publications  with  viewgraph  illustrations  representing 
pages  of  the  publication  used  as  the  briefing  method.  Most  IGF 
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commanders  maintain  the  same  charts  of  their  internal 

the  Service/Agency  prescribes  for  its  top  management  presentations 
and  publications. 

In  two  instances  noted,  the  performance  data  reported  to  the 
headquarters  by  the  ICPs  is  utilized  at  the  higher  headquarters 
to  develop  the  “score"  in  an  TCP  performance  contest. 

In  one  case  the  headquarters  rated  its  ICPs  in  each  of  some 
20-25  performance  elements  reported  and  published  these  ratings. 

These  performance  elements  are  designed  to  indicate  weapon 
operational  readiness,  materiel  availability  and  condition  of  the 
inventory.  In  this  instance  little  consideration  was  given  to  the 
cost  to  the  winning  ICP  of  attaining  the  winning  score. 

In  the  other  case  the  headquarters  selects  and  publicizes  the 
"Top  Three"  ICPs.  The  "Top  Three"  selection  is  based  on  a  combination 
of  three  factors;  workload  -  which  equates  to  volume  of  transactions, 
etc,;  resources  -  which  represent  manpower,  money  and  space;  and 
effectiveness  -  which  is  materiel  availability  within  stipulated  time 
periods.  The  "Top  Three"  are  published  in  alphabetical  order  so  that 
the  "winner"  is  known  only  to  the  selection  group. 

The  working  group  noted  the  necessity  for  reporting  the  same 
information  in  several  ways.  In  most  instances  this  is  based  on  the 
level  to  which  the  report  is  addressed  and  the  degree  of  summary  or 
detail  desired.  This  was  illustrated  at  one  ICP  visited  which 
produces  three  periodic  performance  type  reports,  each  for  a  different 
management  level.  One  monthly  publication  is  titled  "Command  Indices." 


82 


Its  purpose  is  to  present  trend  indicators  relative  to  command  operations 
to  be  used  by  staff  and  operating  officials  as  a  means  of  evaluating  * 
trends  and  measuring  the  degree  of  attainment  of  established  goals. 

The  same  ICP  produced  a  quarterly  publication  titled  "...  Review 
and  Analysis  Second  Quarter  FY  1965."  Its  twofold  purpose  was 
stated  to  be:  (l)  to  provide  concise  summation  of  significant 
accomplishments,  to  aid  staff  and  operating  officials  in  measuring 
the  degree  of  attainment  of  established  goals,  and  (2)  to  furnish  a 
synopsis  of  activities  of  this  command  for  the  interest  of  other 
personnel.  The  third  publication  was  titled  "Statistical  Reference 
Book."  It  was  published  monthly  as  a  presentation  of  statistical 
data  covering  the  major  functional  areas  of  the  various  directorates 
and  offices  within  the  command.  It  is  intended  to  serve  as  a  manage¬ 
ment  tool  for  directors/office  chiefs  and  their  personnel  in  evaluating 
accomplishments  of  their  particular  work  areas  as  compared  to  others 
in  the  command. 

C.  Conclusion 

Despite  lack  of  DoD-wide  policy  on  the  measurement  and  analysis 
of  supply  effectiveness,  systems  and  techniques  for  this  purpose  are 
obviously  needed,  and  various  approaches  previously  described  are 
employed  by  the  ICPs  and  their  headquarters  agencies.  The  systems 
in  use  involve  great  amounts  of  data  In  assortments  which  vary  from 
one  organization  to  the  next.  This  raises  questions  concerning 
(l)  the  minimum  amount  and  variety  of  data  required  to  serve  this 
purpose,  and  (2)  a  practical  means  to  aggregate  and  evaluate  masses 
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of  differing  typet  of  data  (responsiveness  to  requisitions,  manpower 
employed,  inventory  investment,  number  of  items  managed,  ad  infinitum). 

On  a  let-'’  general  note,  we  observe  an  emphasis  on  measuring  and 
reacting  to  indicators  of  relative  success  or  failure  in  performing 
the  supply  support  mission  (percentage  of  requisitions  filled  on 
time,  etc.).  It  should  be  stressed  that  there  are  no  "standards" 
recognized  DdD-wide  (such  as  :,85 %  of  all  requisitioned  quantities 
supplied  on  time1’)  which  stand  for  "successful"  supply  support  per¬ 
formance.  This  does  not  suggest  that  any  such  single  standard 
(e.g. ,  85#)  would  be  feasible  or  appropriate  for  all  groupings  of 
items,  recognizing  differences  in  such  factors  ac  essentiality  and 
cost.  However,  the  complete  lack  of  either  L>aD-wide  specific  supply 
performance  standards  or  even  general  guidance  along  this  line  leaves 
a  vacuum  which  is  filled  by  more  or  less  arbitrarily  established 
"goals"  which  vary  from  one  Service/Agency/lCP  to  the  next. 

In  contrast  to  the  emphasis  on  performance  measurement,  there  is 
less  emphasis  on  measuring  and  reacting  to  indicators  of  supply  support 
costs  (inventory  investment,  manpower,  EDPE,  facilities,  etc.).  Along 
this  line,  for  example,  the  relative  size  of  the  staff,  from  one  ICP 
to  the  next,  is  not  tied  to  any  indices  recognized  DoD-wide  (such  as 
number  of  items  managed,  size  of  procurement  program,  etc.),  nor  to 
any  "standards"  relating  to  such  indices. 

Considering  the  extreme  importance  of  the  supply  support  job  which 
the  Services  and  DSA.  have  to  do  and  the  massive  investment  in  resources 
which  has  been  made  to  enable  that  job  to  be  done,  it  appears  to  be  a 


.us  and  fundamental  omission  that  there  are  neither  DoD-wide 
recognized  systems  nor  standards  for  judging,  on  a  c.  sparable  basis 
throughout  the  Department  of  Defense,  how  effectively  and  how 
economically  the  job  is  being  performed. 

This  is  scarcely  a  unique  observation  on  our  part.  The  long¬ 
standing  and  intense  interest  in  this  problem  is  illustrated  by 
the  attention  given  to  "measurement  of  logistics  performance/ 
effectiveness"  during  the  ,ogistics  Researcn  Conference  held  in  May 
of  this  year.  Of  nine  working  panels,  one  was  fully  engaged  in  this 
subject.  The  panel's  report  is  clear  and  strong  evidence  that  we 
still  require  straightforward  answers  to  the  most  basic  questions  in 
this  area.  For  example,  in  describing  "problem  areas  and  techniques 
for  solution,"  the  panel's  first  statement  was  "One  of  the  most 
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important  areas  was  that  of  identifying  logistics  systems  objectives 
This,  pert ips,  is  the  most  critical  feature  of  evaluating  logistics 
performance/effectiveness  .  .  .we  must  carefully  define  what  the 
system  is  supposed  to  do." 

One  of  the  speakers  who  addressed  the  Conference  spotlighted 
the  performance/effectiveness  measurement  area  in  the  following 
statement: 

"Our  studies  have  confirmed  the  feasibility  of  maintaining 
at  the  headquarters  an  up-to-date  data  bank  of  summary  information 
which  can  be  retrieved  on  a  situation  or  exception  basis.  Required 
data  elements  are  now  being  identified,  cataloged  and  defined  in  a 
manner  which  will  assure  thorough  compatibility  among  workload 


projections,  operating  goals,  performance  standards,  manpower  and 
budget  requirements,  and  after-the-fact  accounting  for  manpower, 
cost  and  performance.  This  is  a  big  order.  I  look  forwa.d  also  to 
the  day  when  we  will  have,  throughout  the  DoD,  a  commonly  accepted 
formula  for  evaluating  logistic  effectiveness  and  efficiency.  Our 
management  information  system  will  be  much  more  valuable  when  it 
can  measure  performance  against  standard  criteria." 

While  this  problem  area  is  more  complex  than  most  discussed  in 
this  report,  its  fundamental  nature  and  importance  demand  that  every 
reasonable  means  be  used  to  coordinate  and  expedite  current  efforts 
on  tnis  subject,  and  produce  practical  and  uniform  DoD-wide  guidance. 


ISP  ASSET  KNOWLEDGE  AMP  CONTROL 
A.  Existing  DoD  Policy 

DoD  Instruction  4l4o.l,  October  12,  1956,  subject:  "Inventory  Management 
Policy,"  paragraph  IV  D  states: 

"Each  inventory  control  point  shall  maintain  a  world-wide  inventory 
of  all  items  tinder  its  cognizance.  For  those  items  vfaich  axe  not  included 
in  periodic  inventory  status  reports  on  &  quantitative  basis,  reports  will 
be  to  and.  data  maintained  by  the  inventory  control  point  in  such  monetary 
terms  and  groupings,  and  upon  such  frequency,  as  necessary  to  assure  sound 
evaluation  and  control  of  inventory.  Each  inventory  control  point  shall 
extend  its  reporting  control  over  selected  items  of  materiel  under  its 
cognizance  to  include  those  items  and  quantities  which  are  within  tactical 
operational  commands  and  in  the  hands  of  users  in  accordance  with  the 
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instructions  contained  in  Reference  (d)." 

The  latter  reference  is  DoD  Directive  4l40.9,  "Inventory  Management 
Report  for  Materiel  in  the  Military  Supply  Systems."  That  Directive  was 
cancelled  on  July  8,  1963,  by  DoD  Instruction  klkO. 18,  "Management  and  Trans¬ 
action  leports  for  Appropriation -Financed  Materiel."  The  latter  alludes  to 
a  policy  regarding  depth  of  asset  knowledge  and  control  in  prescribing  in 
Paragraph  IV  that  "status  reports  for  appropriation-financed  principal  items 
will  4 nclude  world-wide  assets  in  use."  Similarly,  in  defining  "principal 
items"  in  Inclosure  2,  Paragraph  II,  DoD  Instruction  4l4o.l8  refers  to  a 
need  for  "central  knowledge  and  control  of  all  assets  owned  by  the  military 
service  or  Defense  agency." 
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As  can  be  seen,  these  DoD  directives  give  only  very  general 
guidance  concerning  ICP  depth  of  asset  knowledge  and  no  clearcut  guidance  on 
I CP  control  of  assets  at  the  various  supply  and  operating  echelons, 

B.  Problem  Description. 

Systems  used  today  to  maintain  ICP  knowledge  of  -assets  at  various 
echelons  and  to  control  those  assets  vary  considerably  from  one  ICP  to 
the  next. 

Fou  of  the  ICPs  visited  have  transact ion-by -transaction  knowledge  of 
the  status  of  all  assets,  by  location  and  condition,  within  their  "wholesale" 
distribution  systems.  This  up  to-date  asset  knowledge  is  a  product  of  the 
requisition  processing  system  employed  by  these  ICPs :  centralized  ICP 
processing  of  all  materiel  requisitions  placed  on  the  wholesale  distribution 
system. 

The  other  two  ICPs  receive  transaction  reports  from  wholesale  system 
storage  and  distribution  points  to  which  customer  requisitions  are  addressed. 
One  of  these  ICPs  indicated  that  the  addition  of  inventory  balance  Information, 
with  the  implementation  of  MIL-STRAP,  would  provide-  it  with  improved  asset 
validation  procedures.  The  other  ICP  stated  that,  upon  implementation  of  its 
next  generation  inventory  management  system,  it  will  become  the  central  point 
for  receipt  of  requisitions,  and  will  maintain  storage  point  balances  and 
prepare  shipping  orders  to  the  appropriate  storage  point. 

The  foregoing  relates  to  knowledge  and  control  of  assets  within  the 
wholesale  systems. 

Most  of  the  ICPs  visited  have  come  form  of  periodic  report  of  assets 
from  activities  fceiow  *ne  normal  wholesale  or  reporting  system.  These  reports 
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are  for  the  high  management  intensity  segnent  of  the  inventory  and  vary  from 
.continuous  reporting  of  inventory  changes,  by  serial  number,  to  periodic  « *«■ 

reporting  of  past  consumption  and  current  balance  information,  The  segment 
of  the  inventory  involved  in  this  type  reporting  is  generally  confined  to 
the  high  dollar  value  items  which  are  subject  to  repair.  Another  segment 
frequently  reported  in  this  depth  is  "equipment"  items  in  the  hands  of  units 
where  use  is  typically  authorized  by  allowance  documents. 

All  of  the  ICPs  visited  have  some  form  of  financial  inventory  reporting 
which  covers  the  dollar  value  of  the  total  inventory  held  by  those  activities 
obliged  to  render  such  reports. 

Trends  toward  more  complete  asset  knowledge  below  the  wholesale  level 
were  noted  both  in  the  systems  in  use  today  and  in  those  which  are  scheduled 
for  next  generation  implementation.  Several  of  the  ICPs  visited  pointed  out 
the  advantages  of  existing  high  value  reparable  item  asset  knowledge  obtained 
from  existing  systems,  and  most  of  the  next'generation  systems  include  plans 
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for  centralized  asset  knowledge  of  some  range  of  the  inventory.  The  items 
considered  for  centralized  knowledge  in  the  next  generation  systems  vary  from 
ICP  to  ICP,  but  the  range  is  generally  indicated  to  be  in  the  high  and  medium 
dollar  value  area,  ICP  knowledge  of  the  asset  position  will  result  from 
transaction  reporting  Tinder  MILSTRAP  criteria. 

Even  after  obtaining  the  objective  of  increased  knowledge  of  assets 
below  the  wholesale  level,  complications  will  continue  to  exist  in  ICP  * 

control  of  those  assets  due  to  the  command  or  local  "ownership"  of  stocks 
which  are  within  the  authorized  levels  established  for  those  activities. 

Even  where  stock  funding  and  reimbursement  is  not  involved  and  materiel  is 
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•'.rfsued  "free"  from  ICP  whole oa  n;  slocke,  under  some  0:'  u;.=  iysu;.:..'  in  use 
today  those  lower  echelons  view  themselves  as  "owners "  of  uriC; e  item 
quantities.  Such  assets  are  not  routinely  available  to  other  requiring 
units  via  the  ICP  unless  the  current  "owner"  reports  item  quantities  avail¬ 
able  as  excess  to  its  needs.  Under  stock  funding,  ' —  ..0  ;  '2 .  •  •  :• 

a .  --  1  .  si  funds  to  acquire  the  inventory 

the  wholesale  system,  there  is  also  a  financial  argument  for  the  leca. 
"ownership"  viewpoint . 

C.  Conclusions. 

It  would  unnear  that  any  ox-  the  . arious  approaches  to  both  asset 
knowledge  and  asse*  control  viewed  at  the  I CPs  visited  are  within  the  bounds 
of  the  current,  extremely  general  OSD  policy  guidance.  The  wide  variety 
of  applications  of  the  policy  regarding  asset  knowledge  suggest  need  for 
clarification.  The  possibility  of  improved  customer  support  and  maximum 
utilization  of  assess  through  increased  IC?  knowledge  and  control  of  assets 
below  the  wholesale  level,  coupled  with  indications  that  next  generation 
systems  are  headed  in  this  direction,  gives  additional  credence  to  the  need 
for  OSD  policy  in  this  area, 

DoD-wide  policy  guidance  must  be  specific  concerning  the  authority 
and  responsibility  fo.  ICPs  obtaining  and  maintaining  data  on  assets  in 
various  supply  and  operating  eche  ns  within  and  below  the  wholesale  system. 

DoD  no I  Icy  regarding  the  authority  of  ICPs  to  direct  redistribution  of 
assets  at  echelons  below  the  wholesale  Level  should  be  stated,  Specific 
criteria,  such  as  item  dollar  value,  item  essentiality  and  supply  operating 
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conditions,  which  guide  decisions  concerning  the  items  for  which  the  ICP 
will  exercise  the  authority  and  the  circumstances  under  which  the  authority 
will  be  exercised,  must  be  made  a  part  of  the  policy. 
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USE  xvATE  FACTORS  AND  EESiAND  FORECASTING 


A.  Existing  DoD  Policy 

DoB  Instruction  3232 . 4 ,  April  2,  195 6.,  subject:  "Policy  out 
Principles  Governing  Provisioning  of  End  Items  of  Materiel, "  provides 
limited  guidance  in  the  establishment  of  projected  use  rate  factors 
for  provisioning  requirement,  computations.  This  Instruction  states 
that  one  of  the  Del  provisioning  objectives  is  that  usage  information 
developed  during  design  and  test  stages  will  be  made  available  to 
personnel  responsible  for  the  selection  of  items  required  for  mainten¬ 
ance  support.  The  Instruction  also  provides  tl 't  obligation  may  be 
placed  on  contractors  to  furnish  requirements  recommendations, 
implicitly  necessitating  contractor  projection  of  use  rates  in  such 
cases. 

Current  DoB  policy  includes  several,  terms  which  relate  to  the  rate 
at  which  item  assets  are  requested  or  used,  which  bears  on  replc^-dsh- 
ment  requirements.  DoD  Instruction  4l4o.4,  September  3,  1954 ,  subject: 
"Management  of  the  Me+eriei  Pipeline,  Including  Levels  of  Supply," 
speaks  of  the  "average  rate  of  replenishable  'demands, "  DoB  Instruction 
4lh0.ll.,  June  24,  1958,  subject:  "Peacetime  Operating  and  Safety  Levels 
of  Supply,"  uses  the  term  "repetitive  demand"  in  several  places  and,  in 
describing  the  factors  involved  in  a  formula,  states  that  "A  is  the 
annual  value  of  demand  in  ‘dollars."  The  same  directive  also  uses  the 
term  "anticipated  replenishable  demands.” 

DoD  Instruction  3000.8,  June  15,  1961,  subject:  "Glossary  of  Terms 
Used  j.n  Areas  of  Financial,  Supply  and  Installation  Marn^  carries 

the  following  definitions  relating  to  the  above: 


time  basis  Kith  no  foreseeable  subsequent  demand 
from  the  re qui sit loner. 

Recurring  Demand.  A  request  mad c  periodically  or 
anticipated  to  be  repetitive  by  an  authorized 
requisitioner  for  materiel  for  consumption  or  use 
or  for  stock  replenishment. 

Nonrecurring  Demand.  A  request  made  by  an  author¬ 
ized  customer  on  a  "one-time"  basis  to  provide 
initial  or  authorized  increases  in  allowances  or 
stockage  at  any  level,,  or  for  modification  of 
equipment,  special  planned  programs,  and  one-time 
repair  or  rebuild  requirements 

DoL  Vl4c.l7-M,  the  instruction  manual  for  MILSTREP,  states:  "the 
demand  code  is  a  mandatory  one -digit  alphabetical  character  to  indi¬ 
cate  to  the  management  element  of  a  distribution  system  whether  the 
demand  is  recurring  or  nonrecurring. "  Codes  and  their  descriptions 
from  tills  manual  are: 

Code  P.  N  .recurring  Demand  for  Special  Program  Requirements. 
A  demand  made  on  a  one-time  basis  to  satisfy  special  program  require¬ 
ments  (SPR).  This  code  will  be  entered  in  requisitions  for  SPR  when 
such  requirements  have  been  previously  identified  and  made  known  to 
the  responsible  Inventory  Manager  of  the  supplying  Military  Service 
or  Agency. 

Code  R.  Recurring  Demand.  A  demand  to  replenish  materiel 

utilized  on  a  lav  -  to.  -day  basis. 
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Code  N.  Nonrecurring  Demand  A  demand  made  on  a  "one-time" 
basis.  Normally  to  provide  initial  stcckage  allowances,  meet  planned 
program  demands,  and  to  meet  one-time  projects  or  maintenance 
requirements . 

Code  0.  No  Demand.  To  be  assigned  by  requisitioning  activities 
in  submitting  requisitions  lor  substitute  items  which  are  acceptable 
in  lieu  of  previously  requisitioned.,  but  delayed  items. 

Code  S.  Commissary  Resale  Items  'Not  applicable  to  this 
discussion., ) 

DoD  Instruction  4l4C  2+  ,  September  10,  1964,  subject:  "Require¬ 
ments  Priority  and  Asset  Application  for  Secondary  Items,"  paragraph 
V  9,  in  defining  issue  requirements,  states:  "The  estimated  demands 
for  issues  of  the  items  during  the  apportionment  year,  exclusive  of 
those  shown  as  stock  due -out.  The  following  breakdown  will  be 
provided:  (a)  recurring  and  'b)  nonrecurring." 

B.  Problem  Description 

J .  Use  rate  factors,  initial  provisioning 

Projected  use  factors  employed  in  provisioning  (e.g. ,  replace¬ 
ment  factor,  failure  factor,  mean  time  to  removal)  are  normally'  a 
function  oi  anticipated  use  over  a  specific  period  in  relationship 
to  a  program  element,  such  as  flying  hours,  overhauls,  population. 

It  was  apparent  from  our  visit  that  a  wide  variance  exists  within 
the  DoD,  both  in  the  methods  anu  information  sources  employed  in  estab¬ 
lishing  these  projected  use  rates. 

At  two  ICPs  visited  almost  complete  reliance  was  placed  on 
the  recommendation  of  the  contractor.  Review  cf  these  reeonaaer.dat  1  ona 
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for  subsequent  change,  based  on  either  individual  technician’s  judgment 
or  experience  with  similar  items,  was  generally  limited  to  dollar 
value  items.  In  some  instances  projected  replacement  rates  of  relatively 
high  cost  reparable  items  were  arbitrarily  set  by  stock  analysts  as  a 
percentage  of  mandatory  change  times  established  by  technicians. 

At  another  ICP,  replacement  factor  "look  up"  tables  were  used 
by  technical  personnel  having  the  responsibility  for  assigning  pro¬ 
jected  use  rates.  The  tables  had  differing  factor  values  assigned  to 
generic  item  groupings  and,  where  appropriate,  to  item  sizes,  tolerances, 
HPM  ratings  and  other  measurement  elements  within  the  generic  item 
groupings.  While  contractor  recommendations  and  usage  during  test  and 
evaluation  were  available  in  some  instances,  almost  complete  reliance 
was  placed  on  the  values  in  the  tables.  Although  apparently  based  on 
historical  experience,  no  controlled  or  timely  program  or  procedures 
for  reviewing  or  updating  the  table  values  was  evident. 

Still  another  ICP,  while  obtaining  contractor  recommendations , 
placed  the  greatest  reliance  on  a  machine  program  which  averaged  actual 
System  demand  for  similar  items  for  similar  equipments  to  arrive  at 
projected  use  rates  for  provisioning  computations.  This  program  has 
the  advantage  of  furnishing  to  the  provisioner  information  on  current 
demand  being  experienced  on  similar  items.  One  disadvantage  is  reliance 
on  "issue"  information  as  "usage"  information. 

2.  Use  rate  factors  and  demand  forecasting,  replenishment  requirements 

There  is  a  wide  disparity  among  the  ICPs  visited  regarding  inter¬ 
pretation  of  the  demand  information  provided  by  the  MELSTRIP  requisition 
and  use  of  this  data  in  requirement  computations. 
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One  ICP  receives  reports  each  15  days  of  recurring  dema  Is 
only.  Any  requisition  received  which  is  not  "R"  coded  is  net  reported 
to  the  ICP;  hence,  all  other  (nonreported)  demands  are  assumed  to  be 
nonrecurring  and  are  not  considered  in  computing  supply  levels.  The 
next  generation  system,  which  this  ICP  will  adopt  in  the  near  future, 
will  provide  ICP  knowledge  of  all  codes.  This  ICP  stated  that  field 
coding  is  relatively  reliable  and,  although  the  item  managers  can 
challenge  field  coding,  little  of  this  is  done. 

By  contrast,  another  ICP  has  all  of  the  MILSTRIP  codes  availa¬ 
ble  at  the  time  of  computation  and,  as  a  policy  matter,  considers 
requisitions  with  a  blank  in  column  44  as  nonrecurring  demands.  Here 
the  view  was  expressed  that  the  field  is  not  very  reliable  in  inter¬ 
preting  the  MILSTRIP  guidance.  'This  ICP  stated  that  its  item  managers 
change  the  demand  history  on  between  5^  end  10$  of  the  items  during 
the  course  of  manual  computations  or  review  of  machine  computations. 
Another  ICP,  which  lias  a  lo»  volume  of  demand-based  items, 
uses  both  the  "R"  and  "N”  codes  as  representing  recurring  service 
demands.  "F"  and  "•  coded  re-"iusitions  are  not  considered  recurring. 

Item  managers  at  this  ICP  hive  the  authority  to  change  demand  history. 

Still  another  ICP  feels  that  th**  responsibility  for  proper 
coding  rests  vj  th  the  customer  and  generally  accepts  the  codes  sub¬ 
mitted.  In  a  selective  management  procedure ,  item  managers  review 
the  demand  factor  for  high  dollar  value  items  only. 

The  remaining  two  I CPs  indicated  that  coding  by  the  euetciaer 
is  not  acceptable  ard.  ir.  both  instances,  item  managers  have  the 
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responsibility  fcr  deciding  the  .relative  value  of  recurring  and  non¬ 
recurring  demand  information  accumulated. 

Disparity  among  the  ICPs  was  also  seen  in  the  ways  they 
forecast  future  demands.  Some  of  the  problems  related  to  application 
of  the  demand  data  aie  reflected  in  the  follovlng: 

One  IGF  has  five  methods  of  making  demand  forecasts. 

Three  methods  are  used  for  reparable  items  (average  quarterly  demand, 
average  quarterly  return,  and  the  mean  time  between  removals).  The 
method  to  be  used  in  a  computation  is  selected  by  the  item  manager. 
Data  is  collected  over  a  2k  month  base  period  to  provide  quarterly 
averages.  For  nonreparakle  items,  this  ICP  has  two  meihods  -  one 
for  low  dollar  value  items,  and  another  for  medium  and  high  dollar 
value  items.  The  low  dollar  value  item  basis  Is  gross  demand  (total 
issues)  For  medium  and  high  dollar  value  items,  the  ICF  uses  the 
recurring  demands  as  indicated  by  field  coding  in  requisitions, 
reviewed  and  adjusted  by  the  item  manager.  The  reviewed  and  adjusted 
demand  is  termed  "selective  demand." 

Another  ICP  has  two  methods  of  determining  the  uce  rate. 
The  I  Cl'  issue  rate  is  applied  to  items  which  are  defined  as  "repair 
parts"  and  for  which  requirements  are  computed  or.  an  BOQ  basis.  The 
ICF  ;  .-cue  rate  is  derived  fixe,  four  years  actual  replacement  issue 
history  but  is  subject  to  modification  by  the  manager.  For  example, 
when  the  four  year  experience  indicates  a  rapidly  descending  issue 
t .  ml.  policy  staus  that  the  item  will  be  recomputed  U6ing  the  past 
,--nr  year’s  issue  experience  as  the  base  period.  For  the  range  of 


tt“  ten“4  this  I®  the  vm  rate  on  Item  fall - 

that  require  replacement.  Ihle  rate  1«  tallorei  hy  the  manager  on 
an  item  "basis  considering  item  characteristics,  failure  pattern 
analysis  or  reliability  forecast,  and  experience  on  comparable  items. 

The  third  ICP  uses  a  demand-based  system  utilizing  trend 
extrapolation .  It  was  noted  that  this  ICP  produces  a  computer  report 
of  a  comparison  of  forecast  demands  with  actual  demands  on  a  weekly 
basis  for  managssent  analysis. 

Another  ICP  utilizes  recurring  demand  information  but 
employs  a  weighting  technique  to  give  more  emphasis  to  recent  months. 
The  next  generation  system  to  be  employed  by  this  ICP  will  introduce 
the  use  of  a  tracking  signal  in  recurring  demand  computations. 

The  remaining  two  I  CPs  illustrate  the  wide  range  of 
approaches  used.  One  ICP  ut  ilizes  a  set  of  complex  mathematical 
techniques  employing  single  or  double  smoothing,  shifted  as  trends 
efaange;  different  factors  for  fast,  slow  and  insurance  items;  demand 
filtering,  etc.  The  other  uses  unweighted,  field-indicated  recurring 
demand  over  the  last  twelve  months,  permits  item  managers  to  change 
machine  results,  and  plans  to  use  a  double  smoothing  technique  in  its 
next  generation  system. 

C.  Conclusion 

Projected  use  rate  factors  are  the  common  denominator  in  deter¬ 
mination  of  all  stock  levels  computed  during  the  provisioning  process. 
The  relative  correctness  of  this  projected  factor  has  the  greatest 
bearing  on  either  the  understatement  of  requirements  with  its 


subsequent  impact  on  effective  support,  or  the  overstatement  of 
requirements  and  related  cost  effects.  It  follows  that  all  valid 
elements  of  intelligence  relating  to  projecting  this  factor  should 
be  used. 

A  detailed  review  of  all  methods  presently  used  in  the  DoD  for 
projecting  use  rates  in  the  provisioning  process  should  be  conducted 
toward  development  of  DoD -wide  policy  in  this  area.  Particular 
attention  should  be  applied  to: 

1.  Methods  used,  including  currency  and 
completeness  of  information. 

2.  Actual  usage  compared  to  rates  projected. 

3.  Degree  of  reliance  which  should  be  placed 
on  contractor  reccnmendatiqps. 

4„  Degree  of  reliance  which  should  be  placed 

on  past  experience  and  the  need  for  controlled 
programs  and  procedures  to  provide  this 
information  to  provisioners. 

While  the  workii.  *  group  did  not  have  an  opportunity  to  discuss 
demand  data  with  the  field  level  at  which  requisitions  are  generated 
and  the  initial  demand  coding  done,  the  reports  from  the  ICPs  visited 
indicate  the  existence  of  a  serious  problem.  Conclusions  regarding 
the  interpretation  of  demand  data  provided  by  the  MUSTKIP  codes 
entered  by  requisitioning  activities  are: 

OSD  definitions,  policy  guidance  and  the  MUSTRIP  demand 
code  definitions  should  be  aligned  to  eliminate  any  question 
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regarding  their  interpretation.  The  policy  should  be  enlarged  to 
relate  the  MILSTRIP  codes  in  their  exact  terms  to  the  factors 
involved  in  requirement  c deputations .  Coupled  vith  improved.  defini¬ 
tions,  policy  guidance  should  be  sufficiently  detailed  to  permit 
machine  selection  of  the  exact  demands  to  be  employed  in  computing 
requirements.  The  guidance  should  also  specify  criteria  under  which 
item  managers  are  authorized  to  modify  collected  data. 

The  process  of  forecasting  future  demand  rates  needs  the  follow¬ 
ing  effort: 

OSD  policy  should  he  expressed  concerning  the  forecasting  of 
future  use  rates.  Guidance  should  cover  such  aspects  as  the  length 
cf  -fee  base  period,  with  criteria  for  selection  of  longer  or  shorter 
periods,  or  the  use  of  indefinite  length  history;  the  weighting  of 
the  history  as  in  exponential  smoothing;  application  to  reparables 
and  consumables,  etc.  There  should  also  be  policy  expression  con¬ 
cerning  preference  for  mathematical  techniques  which  place  varying 
emphasis  oa  information  based  on  its  age,  provide  trend  forecasts, 
signal  questionable  data,  apply  factors  related  to  the  frequency 
of  movement  of  the  item,  etc.  In  this  connection,  it  is  pointed  out 
that  all  of  the  next  generation  systems  discussed  in  the  course  of 
this  study  include  plans  to  use  complex  mathematical  techniques 
which  vary  as  widely  as  the  techniques  employed  today. 


PROCUREMENT  LEAD  TIMS  FACTORS 


A.  Existing  DoD  Policy. 

Procurement  lead  time  is  defined  in  DoD  Instruction  5000.3,  June  15,  1961, 
subject:  "Glossary  of  Terms  Used  in  the  Areas  of  Finance,  Supply  and  Installa¬ 
tion  Management",  S3  the  "time  interval  between  the  initiation  of  procurement 
action  and  the  receipt  into  the  supply  system  of  asateriel  purchased  as  a  result 
of  such  action.  It  is  applicable  to  materiel  to  be  obtained  fro®  any  source 
outside  the  procuring  department  or  by  ssaufactur**  within  the  depertssent.  It 
is  •■'capcsed  of  two  principal  elements,  administrative  lead-time  and  production 
lead-time. " 

Administrative  lead  time  is  defined  in  the  saae  dccusent  as  the  "time 

*, 

interval  between  initiation  of  procurement  action  and  letting  of  a  contract  or 
placing  of  an  order." 

Production  lead  time  is  defined  in  the  same  document  as  the  "time  interval 
between  the  piaeesiant  of  a  contract  and  receipt  into  the  supply  system  of 
materiel  acquired." 

DoD  Instruction  h 140. 20,  August  26,  19&3>  subject:  "Base  Supply  Levels  of 
Reparable  Type  Items",  makes  reference  to  a  related  factor  -  order  and  shipping 
time.  This  is  defined  substantially  the  same  as  the  DoD  Instruction  5000.8 
definition  of  procurement  lead  time  except  that  UlhO.  ’’0  confines  its  applica¬ 
bility  "only  to  materiel  within  the  supply  rystem. . . . "  and  segments  order  and 
shipping  time  into  order  time  and  shipping  time. 

B.  Problem  Description. 

1.  Lead  Time, Initial  Provisioning, 

Procurement  lead  time  factors  used  in  computation  of  initial  provision¬ 
ing  requirements  generally  include  production  lead  time  segments  and,  in  some 
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cases  added  fixed  administrative  lead  time  segments.  From  ICPs  visited  it  can 
generally  be  stated  that  (a)  use  of  fixed  production  lead  times  for  rather 
broad  generic  or  management  categories  1b  r,he  rule  rather  than  the  exception 
and  (b)  production  lead  times  used  are  based  on  the  concept  that  items  will 
be  out  of  production  at  the  time  replenishment  i s  required.  There  was  no  evi¬ 
dence  of  consideration  of  the  feet  that  the  same  items  are,  in  some  cases, 
planned  for  multi-year  production-  due  to  multi-year  end  item  procurement. 
Accordingly-  they  should  be  available;  during  the  period  for  which  provision; ug 
support  is  being  computed,  on  a  shorter  procurement  lead  time  than  ore  predi¬ 
cated  on  a  !'ecld  base'1. 

Of  the  four  ICFs  visited  which  compute  provisioning  requirements, 
two  use  the  sum  of  a  variable  production  lead  time  and  a  fixed  administrative 
lead  time  in  determining  procurement  lead  time.  An  attempt  is  made  to  deter¬ 
mine  actual  production  lead  time  but  generally  the  lead  i  me  is  assigned  to 
broad  categories  of  items  in  lieu  of  individual  items. 

Another  ICF  used  production  lead  time  only.  Here  again,  was 

generally  based  on  broad  generic  item  categories. 

Still  another  ICF  -used  a  fixed  procurement  lead  time  for  all  items 
in  certain  management  categories  with  no  definition  of  what  lead  time  segments 
were  included.  This  was  established  at  six  months  for  one  management  category 
and  twelve  months  for  another.  Instructions  required  that  actual  lee’  times 
be  uaeci  if  they  could  he  ascertained.  For  these  two  management  categories, 
it  was  noted  that  a  single  item  could  have  either  a  six  or  rvelve  month  lead 
time  assigned  depending  on  the  end  item  being  provisioned.  For  other  man¬ 
agement  categories,  variable  lead  times  were  used  but  were  generally  based  on 

bread  generic  groupings , 
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2,  Lead  Time .Replenishment  Requirements, 

Procurement  lead  time  as  defined  in  DoD  Instruction  50GQ.&  does  not 
include  consideration  of  a  considerable  portion  of  the  time  which  elapses 
between  the  time  the  item  reaches  a  reorder  condition  and  the  time  the  firm 
quantity  for  procurement  is  passed  from  supply  to  procurement  channels. 

Several  of  the  ICPs  visited  termed  this  interval  activity  lead  time.  This 
period  tends  to  be  more  extended  for  high  dollar  items  than  it  does  for  low 
dollar  items.  Operating  procedures  in  general  use  permit  the  passing  of 
machine-computed  low  dollar  buy  quantities  to  procurement  either  automatically 
or  after  limited  review,  but  typically  require  detailed  review  by  management 
for  high  dollar  buy  quantities,  with  increased  review  intensity  as  the  dollar 
value  of  the  bu^  quantity  increases. 

When  it  was  possible  to  isolate  the  factor  of  activity  lead  time  at 
the  ICPs  visited,  it  was  found  to  have  the  greatest  percentage  Bpread  of  any 
of  the  segments  involved.  The  maximum  activity  lead  times  ranged  from  10  days 
(with  an  average  of  3  days)  at  one  ICP  to  4  months  (with  an  average  of  2 
months)  at  another  ICP.  Since  activity  lead  cime  involves  e  period  between 
vhic*  the  quantity  of  stock  on  hand  reaches  the  replenishment  point  and  the 
determination  of  an  actual  buy  net  quantity,  the  frequency  with  which  com¬ 
puters  do  item  studies  is  a  determining  factor.  As  the  '  ^vanced  systems  which 
propose  to  do  ite^  studies  on  a  "real  time"  basis  a’ implemented,  this  portion 
ol  activity  lead  time  will  be  reduced. 

It  was  learned  that  most  ICPs  visited  do  not  collect  xnd  use  lead 
time  data  broken  into  the  two  segments  referenced  in  the  definition  cited. 
Rather  they  tend  to  lump  those  two  segments,  plus  activity  lead  time,  into 


one  time  period.  Ttis  tendency  precludes  accurate  determination  of  the  source:, 
and  causes  of  delay  between  need  +o  buy  and  receipt  of  the  Inventory'.  Ail  T  'i- 
visited  indicated  a  need  to  collect  lead  time  by  segment  end  several  will 
achieve  this  in  the  near  future  upon  progression  to  the  next  generation  of 
system  design. 

In  instances  in  which  the  ICP  is  currently  accumulating  segmented  tlm 
periods  either  under  computer  control  or  by  off-line  procedures,  it  was  deter¬ 
mined  that  circumstances  tend  to  make  establishment  of  a  definite  average  tire 
—  *ach  segment  a  rather  unscientific  undertaking.  Factors  contrrboting  to 
wide  variations  were  determined  to  be  such  things  as  (1)  extended  review  per¬ 
iods  to  determine  the  accuracy  of  the  net  requirement,  when  large  dollar  buys 
are  involved..  (2)  extended  review  periods  to  determine  the  advisability  of  ti*' 
investment  when  funds  are  short  (as  they  were  at  the  end  of  F Y  IQ65  when 
several  Id's  were  visited  V  f }}  extended  negotiation  time  Involved  when  pro¬ 
duction  samples  are  required,  (4)  extended  production  time  when  government 
furnished  materiel  is  Involved  but  not  available,  and  tS)  distortions  in 
historical  data  when  abnormal  administrative  actions  ai  e  taken  and  not  com¬ 
pensated  for  in  the  data  collection  process, 

A  common  variable  was  the  collection  of  lead  time  data  bv  FSN 
versus  by  supply  class.  It  was  noted  that,  in  instances  :■  n  which  data  is 
being  collected  by  supply  class  most  iCPs  indicated  a  need  to  have  the  in¬ 
formation  by  FSN  and  m  one  instance  indlerted  plans  for  +  tie  immediate  future 
to  convert  to  data  collection  by  FSN.  It  was  pointed  o>-t,  in  this  instance  that 
the  data  will  net  be  usable  pending  the  collect. ion  of  sufficient  history  to 
provide  a  firm  base  for  lead  time  projection. 
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|  Another  variable  noted  was  the  criterion  used  for  judging  when  the 

end  of  the  production  period  has  been  reached,  for  the  purpose  of  measuring 
■  the  p  duct ion  lead  time  segment.  One  ICT  visited  useu  "shipment  of  one  half 

of  the  ordered  quantity"  as  termination  of  the  production  period  while 
another  I CP  used  the  "first  normal  delivery". 

Equally  as  variable  were  the  criteria  for  the  use  of  past  history 
of  lead  times.  In  one  instance  only  the  last  procurement  was  used,  in 
anooner,  the  last  three;  while,  m  a  third  case,  considerable  history  was 
collected  with  heaviest  weight  being  given  the  most  recent  three  procurements. 

Two  ICRs  visited  respectively  used  fixed  and  maximum  administrative 
lead  times.  In  both  instances,  3  months  was  the  time  involved- -used  as  a 
maximum  by  one  ICP  and  as  a  fixed  figure  at  another.  In  the  instance  of  the 
ICP  using  3  months  as  a  maximum  time,  a  study  had  been  conducted  and  it  was 
determined  that  of  *>0  items  studied,  U0  had  an  administrative  lead  time  greater 
than  k  months. 

In  no  case  was  it  found  that  different  lead  times  have  been  estab¬ 
lished  based  on  unit  cost  or  consumption  dollar  value.  However,  considerable 
evidence  was  feu..  -  of  the  use  of  various  contracting  techniques  which,  among 
other  things,  have  the  effect  of  reducing  „he  lead  time  on  stable  demand/high 
value  items.  Techniques  such  as  variable  quantity,  on-call  delivery,  minimum/ 
maximum  quantity,  multi-year,  etc.,  contracts  were  sed  and  it  appears  that 
the  frequency  of  their  use  is  increasing. 

The  greatest  degree  of  commonality  was  found  in  the  practice  of 
"fixing"  (or  manually  "setting")  lead  times.  In  most.  Instances,  and  regard¬ 
less  of  the  manner  in  which  the  historical  data  is  collected--by  machine  or 
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manually,  by  FSTf  or  supply  class --procedures  were  available  for  the  item  or 
class  manager  to  introduce  a  new  figure  to  override  a  computed  time, 

C.  Conclusions. 

Consideration  should  be  given  to  the  inclusion  of  the  activity  lead  t're 
segment  in  the  DoD  definitions  and  policies  regarding  lead  time  factors  end 
their  use  in  requirement  computations.  Action  in  this  area  is  necessary 
tUe  actual  time  sp- n  Is  be  reflected  in  computations.  Further,  collect w 
of  activity  lead  time  data  would  be  useful  in  determining  where  delays  i. ' 
during  the  full  span  of  time  between  the  transaction  which  creates  the  need 
and  fulfillment  of  the  need. 

As  an  extension  of  the  above,  ccnoiderat Ion  should  also  be  given  to  a 
change  in  the  policy  to  require  that  procurement  lead  time  data  be  collected 
in  1 'entifiable  segments  such  as  activity,,  administrative,  and  production 
lead  times.  With  the  trend  toward  accumu1 at ion  of  data  by  FSN  rather  th;  n 
by  FSC,  collection  in  the  three  segments  by  item  will  permit  management 
effort  to  reduce  the  lead  time  in  the  Items  having  the  greatest  dollar  paw' 
This  management  effort  should  include  analysis  of  the  use  of  various  co:br« 
techniques  which  can  be  employed  to  reduce  the  lead  *ime,  and  I>oD  policy 
should  state  the  objectives  regarding  lead  time  reduction  in  each  of  the 
segments  for  higu  value  procurements  versus  low  value  procurements  to  obtain 
the  lowest  lead  time  investment  for  the  highest,  dollar  segment. 

A  related  problem  concerns  the  point  in  time  when  procurement  lead  t're 
should  be  Judged  to  have  ended.  Uncertainty  and  inndeq’iatc  guidan'1'-  -v i  - 

deuced  bv  the  use  of  ending  points  which  rould  vary  by  to  t  month0-  at  the 

I CPs  visited. 
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Policy  guidance  should  be  provided  with  respect  to  computation  of  pro¬ 
curement  lead  time  factor  values.  Consideration  should  be  given  to  such 
aspects  as  the  number  of  procurements  for  which  procurement  lead  time  should 
be  collected,,  how  much  emphasis  should  be  placed  on  most  recent  procurement s, 
and  what  recognition  should  be  given  to  special  attention  or  peculiar  cir¬ 
cumstances  which  shorten  or  Increase  the  lead  time.  There  is  need  for 
policy  guidance  regarding  the  conditions  under  which  lead  time  can  be  fixed- - 
manually  set,  overriding  machine  or  other  routine  computations. 

For  new  items  entering  military  supply  systems,  where  lead  times  are 
manually  established,  consideration  should  be  given  to  providing  guidance 
on  (a)  the  use  of  individual  item  production  lead  times  based  on  item 
characteristics,  versus  fixed  lead  times  for  broad  management  or  generic 
item  categories  and  (bj  use  of  "in  production"  lead  times  versus  "out  of 
production"  lead  times  in  cases  where  the  end  item  production  will  continue 
through  the  period  for  which  Initial  support  is  being  computed. 
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INPUT  FACTORS  PECULIAR  TO  REPARABLE  ITEM  REQUIREMENTS  (REPAIR  CYCLE 
TIME.  REPAIR  RATE.  ATTRITION  RATE) 

A.  Existing  DoD  Policy 

DoD  Instruction  4l40.20,  August  26,  1963,  subject:  "Base  Supply 
Levels  of  Reparable  !fype  Items,"  provides  the  concept  for  establish¬ 
ing  stock  levels  of  reparable  items  at  individual  posts,  camps, 
stations  and  bases,  and  lists  the  input  factors  to  be  used  in 
establishing  these  levels.  These  factors  include  repair  cycle  time 
and  repair  rate. 

Repair  cycle  time  is  defined  as  "the  time  normally  required  for 
an  item  to  pass  economically  through  the  repair  cycle,  excluding 
any  extraordinary  awaiting  parts  delays  and  any  intentional 
extended  transit,  etc  ..age  or  repair  process  delays."  Repair  cycle 
is  defined  as  "all  the  unserviceable  stages  through  which  a 

w 

reparable  type  item  passes  from  the  time  of  its  maintenance  replace¬ 
ment  until  it  is  restored  to  serviceable  condition.  The  repair 
cycle  includes  such  stages  as:  removed;  awaiting  shipment;  in 
transit;  in  pre-repair  screening;  in  process  of  repair;  and  return 
to  serviceable  stock." 

While  DoD  Instruction  4l40.20  does  not  state  a  definition  of 
repair  rate,  the  Instruction  Indicates  that  the  tern  represents 
"the  anticipated  number  of  maintenance  replacements  that  will  be 
repaired  .  .  .  This  Instruction  docs  not  provide  factors  for 
use  in  determining  system  (depot,  wholesale,  etc.)  requirements 
for  centrally  managed  items. 


DoD  Instruction  4l.4o.24,  September  10,  1964,  subject:  "Require¬ 
ments  Priority  and  Asset  Application  for  Secondary  Items,"  while 
not  providing  input  factors,  per  se,  for  computing  reparable  item 
stock  levels,  does  establish  approved  requirements  strata  for 
reparable  items  and  Implies  the  factors  upon  which  these  strata 
will  be  based,  i.e,  maintenance  replacement  rate,  recovery  rate, 
and  repair  cycle  time.  This  Instruction,  however,  is  directly 
applicable  to  the  stratification  of  existing  inventories  and  its 
pertinence  to  day-to-day  reparable  item  management  would  be  by 
implication  only.  A  repair  cycle  is  defined  for  stratification 
purposes  as  "the  average  period  of  time  between  the  pick-up  on 
inventory  control  point  records  of  an  item  in  unserviceable 
condition  and  the  restoration  of  that  item  to  a  ready-for-issue 
condition.” 

B.  Problem  Description 

This  problem  is  concerned  with  input  factors  which  are  peculiar 
to  reparable  items  and  applicable  to  system  requirement  computations . 
There  are  three  separate  factors  in  this  category.  These  are: 

1.  Repair  cycle  time 

2.  Repair  rate 

3.  Attrition  rate. 

Lacking  definitive  DoD  policy  for  developmenc  and  application  of  these 

factors  for  the  management  of  reparable  items  at  the  system  level, 

each  Service  or  ICP  has  developed  its  own  methods.  There  is  a  marked 

dissimilarity  among  them  in  factor  identification,  measurement  and 

forecasting,  both  in  methods  used  for  new  reparable  terns  entering 
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supply  systems  through  the  provisioning  process  and  for  established 
items. 

Repair  Cycle  Time :  At  one  ICP  visited,  variable  projected 
repair  cycle  times  were  established  for  new  items  entering  the 
master  inventory  record  during  provisioning.  Subsequently,  histori¬ 
cal  actual  repair  cycle  times  are  maintained  by  a  machine  program 
and  averaged  periodically.  This  averaging,  to  establish  a  repair 
cycle  time,  includes  total  "repair-in-process"  and  "in  transit" 
times  for  commercial  or  nonrep Siting  activity  overhaul,  but  only 
"repair-in-process"  time  for  overhaul  by  reporting  activities. 

At  another  ICP  reparable  items  were  divided  into  two  categories, 

*  '  '  . 

those  requiring  mandatory  removal  end  replacement  after  fixed  time 
periods  plus  other  selected  high  dollar  value  items,  and  those 
requiring  removal  based  on  condition  only.  Fixed  repair  cycles 
of  4  and  6  months  respectively  were  vised  in  requirement  determina¬ 
tions,  both  for  new  and  established  items.  More  intensive  manage¬ 
ment,  including  rapid  transportation,  was  used  for  the  former 
category.  The  repair  cycle  was  defined  as  the  time  between  the  W 
date  of  a  supply  control  study  resulting  in  repair  action  to  the 
receipt  of  the  first  shipment  in  the  supply  system  from  such 
repair  action. 

At  a  third  ICP  a  fixed  repair  cycle  time  of  6  months  was  being 
used  for  all  reparable  items  entering  the  system  through  the  pro¬ 
visioning  process.  Later  variable  repair  cycles  are  entered  in  the 
inventory  record  for  established  reparable  items  based  on  experience 
A  new  program  for  reparable  item  management  is  being  implemented. 


This  prograta  also  provides  for  variable  repair  cycle  times  ?cr 
repiei'irb’aent  rsqjiirement  computations.  These  repair  cycles  will 
be  measured  from  the  time  of  issue  of  a  serviceable  item  until 
the  item  which  it  replaces  is  returned  to  a  serviceable  condition. 

At  another  ICP  repair  cycle  *  imesfor  both  the  depots  and 
bases  (users)  were  established  for  system  management  for  both  new 
items  and  established  items  This"  were  variable  for  depot  repair 
and  fixed  at  10  days  for  base  ~ ,  Repair  cycle  times  were  measured 
from  the  time  cf  maintenance  removal  of  the  item  until  it  was 
re turned  to  a  serviceable  condition 

Repel r  Rate;  A  system  repair  rate  is  s’vnonymous  with  a  system 
recoverability  rate  .For  most  methods  observed,  " recoverability" 
va-j  +h?  measured  factor  used  in  system  management , 

At  one  MP;  the  repair  rate  was  designated  as  the  "repairable 
►  ■.-torn  rate  >*f  ready  for  issue  (RF.T*1  fro:n  r~p*tr  f  acidity . "  This 
#*■5  expressed  as  a  percenter  of  items  inducted  into  rep-air 
K'h.'  u  fl/'p  returned  to-  si  pel?  In  a.  serviceable  •-ordition.  The  i tern 
rwpaur  .induction  rate  if  expressed  as  the  percentage  of  failures 
i.f  the  item  f  c .  whi .  T.  repair  is  beyond  the  capability  of  field 
.maintenance  and  whicn  are  returned  to  trie  system  for  repair.  These 
rates  were  projected  by  techniei-ans  for  new  items  entering  the 
inventory  record  through  ;he  provisioning  process  and  were  later 
revised  by  machine  programs  based  on  historical  experience,  with 
sy,  'em  demand  representing  failure  rate.. 

Ar  anoth*- 1  TCP  no  repair  rate,  per  sc,  war  established  but,  in 
efTe<-t ,  the  repair  rate  was  the  rate  of  return  to  the  system  of 


[ 

i 

! 

\ 

l 

\ 

unserviceable  mandatory  time  change  reparable  items.  For  itemB 
replaced  based  cn  item  condition,  the  repair  rate,  in  effect,  vas 
the  rate  of  return  of  unserviceable  items  less  the  experienced 
depot  attrition  rate.  These  return  rates  were  established  during 
item  control  studies  by  determining  average  quarterly  demand  and 
average  quarterly  returns  over  a  past  program  e_ement  and  applying 
the  ratio  of  returns  to  forecast  demand  over  a  future  program 
element.  During  provisioning  computations  nc  attrition  vas  fore¬ 
cast  so  the  repair  .ate  anticipated  equaled  10 0$  of  maintenance 
replacements  forecast  in  item  computations. 

At  another  ICP,  a  system  repair  rate  vas  developed  for  estab¬ 
lished  items.  This  rate  vas  based  on  the  repair  rate  per  month 
and  was  derived  as  a  function  of  the  average  monthly  demand 
and  the  average  monthly  washout  quantity.  No  repair  rate  or 
recoverability  rate  was  assigned  for  new  items  entering  the  system 
through  the  provisioning  process. 

At  still  another  ICP.  both  base  and  depot  reparable  item  factors 
enter  into  system  requirement  computations.  Base  repaid  rates  are 
assigned  for  both  new  and  established  items.  For  new  items  100$ 
recoverability  is  normally  projected  until  experience  is  gained. 
Therefore,  the  base  repair  rate  for  new  items,  expressed  over  a  pro¬ 
gram  segment,  is  the  maintenance  replacement  rate  less  the  rate  of 
return  to  depots  for  repair.  For  established  items,  base  attrition 
is  also  deducted  from,  maintenance  replacement  to  arrive  at  the  base 
repair  rate,  No  depot  repair  rate  is  assigned.  However,  a  system 
wearout  rate  is  developed  and  used  in  same  computational  methods. 
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•ri;-,  together  with  iota  I  ropr- "able  generations 


a  system 


recover 


r ability  (repair)  rate. 


Attrition  Rate.  The  system  attrition  rate  represents  the 
number  of  reparable  items,  per  time  periods,  determined  to  be  beyond 


repair 

At  one  ICF  observed,  no  system  attrition  rate  was  developed  for 
direct  use  in  eaaputatiorial  formulas.  Instead,  the  quarterly  demand, 
anticipated  or  experienced,  less  the  system  recoverability  rate,  was 
used  to  represent  attrition  rate.  This  rate  was  developed  for  new 
items  during  the  provisioning  process  but  applied  in  operating  level 
determinations  only. 

At  another  ICP,  the  attrition  rate  was  similarly  developed  as  an 
indirect  function  of  the  issue  rate  and  the  rate  that  the  iter  ,&s 
returned  from  repair  in  an  issuable  condition.  These  rates  were  all 
expressed  as  a  rate  per  segment  of  program  elameni ..  lie  attrition  rate 
was  used  in  determining  requirements  during  the  provisioning  process, 
with  100$  recoverability  prelected.  Normally  this  100$  recoverability 
assumption  was  used  in  replenishment  studies  for  the  reparable  items 
having  mandatory  change  times. 

System  attrition  rates  were  assigned  by  one  ICP  to  all  new  and 
established  items  as  a  percentage  of  the  average  monthly  recurring 
demand  for  the  item. 

Still  another  ICP  computed  system  attrition  rates  as  a  percentage 
of  reparable  items  replaced.  This  was  based  on  the  total  of  field 
maintenance  and  depot  condemnations. 


C.  Conclusions 


There  is  no  definitive  BoD  policy  for  the  identification, measure¬ 
ment  and  forecasting  of  input  factors  for  use  by  wholesale  managers 
in  computing  system  requirements  for  repara, bj  e  items  * 

There  is  a  great  dissimilarity  in  names,  definitions,  measurement 
methods,  and  numerical  values  nw  being  used  for  reparable  item 
management. 

Problems  in  reparable  item  management  have  been  evident  for  a 
long  time;  some  of  the  difficulties  we  observed  were  addressed  in  the 
0ASD(3Mi)  Aviation  Materiel  Management  Improvement  Program  in  1962. 

It  would  appear  that  progress  toward  full  employment  by  item 
managers  of  appropriate  reparable  item  factors  with  realistic  factor 
values  would  be  accelerated  by  more  precise  and  uniform  Dol*  guidance. 
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OPERATING  LEVELS 
A,  Existing  DoD  Policy. 

An  operating  level,  of  supply  is  described  in  DoD  Instruction  5000*8  as 
being  the  "quantity  of  materiel  required  to  be  on  hand  to  meet  replenishment 
issue  demands  during  the  interval  between  arrival  of  successive  replenishment 
shipments" . 

The  OSD  policy  statement  on  operating  level,  from  DoD  Instruction  4140,4, 
September  3«  1954,  subject:  "Management  of  the  Materiel  Pipeline,  Including 
Levels  of  Supply" ,  follows : 

"The  operating  level  of  supply  of  each  item  or  category  for  a  distri¬ 
bution  point  will  be  equivalent  to  the  average  rate  of  repienishable  issue 
demands  of  authorized  support  elements,  tines  the  normal  interval  between 
replenishment  shipments.  The  normal  interval  between  replenishment  shipments 
must  be  expressed  in  a  unit  of  time  which  is  the  same  as  that  used  to  express 
the  average  rate  of  repienishable  issue  demands.  The  average  demand  rate  should 
be  based  upon  a  period  sufficiently  long  to  give  validity  to  the  demand  data 
sample . " 

The  OSD  policy  statement  frou  DoD  Instruction  Ul40.ll,  June  21,  1958, 
subject:  "Peacetime  Operating  and  Safety  Levels  of  Supply",  follows: 

"The  objective  of  this  Instruction  is  to  provide  for  more  effective 
and  economical  operating  and  safety  leve1s  of  supply  for  these  tvpe  of  items 
(consumable)  by  utilizing: 

"a.  Economic  order  and  procurement  principles  for  the  establish¬ 
ment  and  maintenance  of  optimum  operating  levels.... 

"Ill  POLICf 
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A.  Operating  Level  of  Supply 


"1.  It  Is  the  policy  of  the  Department  of  0 efr-m 


that  operating  levels  and  replenishment  cycles,  for  each  repetitive  dema'd 
consumable  item,  will  be  adjusted  to  that  point  where  total  variable  costs 
o'  operation  are  minimized.  This  condition  can  generally  be  attained  by 
application  of  the  economic  order  principle  which  attempts  to  eqi.ate  ~ 
cost  to  order  to  the  cost  to  hold.  This  principle  may  be  expressed  by 
formula : 


"o 


"Q  is  the  economic  order  quantity  m  dollars 
A  is  the  annual  value  of  demand  m  •  liars 
C  is  the  cost  to  order  in  dollars,  and 
H  is  the  cost  to  hold  expressed  as  a  percentage 
per  year, 

Exceptions  to  this  policy  will  be  permitted  where  :  n  •  >  -e re  are  compel  1  ins 
military  reasons;  (b)  deterioration,  op-  ll-uy?  •  "  .  -  w  id  r  .  -  '  • 

seasonal  buys,  economic  production  runs,  unit  rvn.l:  .*»  i.lus1-  >y  m  ;  > 
practices  would  dictate  a  different  quantity  vd  *  a  corn  r-  -.a 

able;  (e)  procurement  funds  are  not  ;u  C labl- 

"2,  a’ieraents  of  Cost 


"(a)  As  a  minimum,  the  cost  t  mde  will  mo l1  in 

but  need  not  be  limited  to  the  following  cost  elements; 

"Re  quire-neat  s  review. 

"Contrac*  pi -‘Cement  nud  Hhmlt.f  u-trat  ?  ,n  . 
including  inspect  i>-  ‘-d  -  cm  m;,.  :  , 

"Applicable  portion-'  of  *  ■  k.  c< •  f  roj  nnd  . 

I’m.  uie  l  a!  ■■  n!  !  •  I  .  I 

4 
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" Preparat i on,  recording  and  submission  i-f 
requirement  requisitions  and  purchase 
requests. 

"Control  ar.d  documentation  incident  to  s’ ip- 
ment  and  receipt. 

"(b)  As  a  minimum,  the  cost  to  hold  will  include 

but  need  not  be  liiuited  to  the  following  cost  elements:: 

"Interest  on  dollar  inventory  investment 
( which  for  purpose  of  this  Instruction 
will  be  assumed  to  be  4  percent j. 

"Applicable  stock  control  and  financial 
control. 

"Care  and  preservation. 

"Storage. 

"Riy  a  cal  inventor:-’, 

"Deterioration  and  shrinkage. 

"Obsolescence. 

'  j.  The  operating  level  f  >r  centrally  distri¬ 
buted.  stocks  computed  unde;-  this  Instruction  for  central  c  tstributton  points 
located  within  the  :ontin<.  ,'*al  United  States  will  be  based  on  total,  sys4  em 
wide  replenishable  demar.de.  Separately  computed  operating  level”  ar  . 
authorized  for  overseas  commands. 

"4.  The  operating  level  computed  under  this 
Instruction  for  real  distribution  points,  both  in  CONUS  and  overseas,  will 
be  based  on  nticipate-d  replenishable  demands  at  each  local  distribution 
point  without  regard  to  operating  levels  maintained  at  central  distribution 
points. 


i 

I 
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"5c  Eac  h  Military  Department  vill  determine  eke 
additional  applicable  costs  to  be  included  in  the  economic  order  quantity 
formula  set  forth  in  paragraph  1  above." 

DoD  Instruction  4140.20,  August  26,  19*53*  subject:  "Base  Supply  Ievele 
pt  Separable  Type  Items”,  is  applicable  tc  "reparable  type  items  at  indivi¬ 
dual  posts,  camps,  stations,  and  bases".  In  paragraph  F  B  4.  it  make?  the 
following  statement: 

"Economic  Order  Quantity 

"The  economic  order  quantity  is  a  function  of  (l)  the  cost  to 
order  and  (2)  the  cost  to  hold.... In  computing  economic  order  quantities 
for  reparable  items,  the  rate  of  demand  from  external  supply  sources  rather 
than  total  demand  (maintenance  replacements)  shall  be  used." 

Existing  DoD  policy  for  the  establishment  of  operating  level  depth  for 
secondary  items  during  provisioning  is  general  and  is  contained  In  DoD 
Instruction  3232.4,  April  2,  1956,  subject:  w Policy  and  Principles  Govern¬ 
ing  Provisioning  of  End  Items  of  Material”.  This  Instruction  states  that 
"Initial  spares  and  repair  parts. ..  .requirements  normally  will  be  establish*; 
for  that  period  of  time  tbat  extends  from  delivery  of  the  end  item  of  material 
until  sufficient  usage  experience  has  been  accumulated  to  permit  determination 
of  requirements  by  a  Military  Supply  System."  This  period  has  been  called, 
in  various  service  implementing  directives,  a  "usage  data  development 
period"  or  an  "initial  support  period"  and  is  generally  synonymous  with 
initial  operating  lev: ■  This  Instruction  does  not  distinguish  between  repar¬ 
able  and  consumable  items.  It,  therefore,  does  not  indicate  any  difference 


122 


in  the  factors  to  be  considered,  or  the  techniques  to  be  employed,  in  com¬ 


puting  operating  levels  for  reparable  versus  consumable  items  during  pro¬ 
visioning. 

B.  Problem  Pescriptic n. 

1.  Operating  Level,  Initial  Provisioning. 

Lacking  definitive  DoD  policy  for  the  establishment  of  operating 
levels  for  secondary  items  during  provisioning  each  service  has  determined 
the  initial  operating  1  eve Is  considered  appropriate.  These  vuxy  considerably 
among  the  services  between  item  managers  within  the  services  and,  to  some 


extent,  between  weapons  system...  supported  by  an  ICP, 

At  one  ICP  visited,  the  operating  ^evei  for  consumables,  laid  in 
during  provisioning,  represented  three  months  system  stock  based  on  the 
replacement  factor  and  item  population.  This  level  was  used  for  most  manage¬ 
ment  categories  and  was  based  on  a  io^ai  ICP  decision.  The  same  ICP  lays  in 
a  twelve  months  operating  level  of  consumables  for  sub-systems  applicable  to 
one  •  lor  weapon  system.  This  is  directed  by  higher  authority  in,  the  service 
A  se 'ond  ICP  visited  within  the  same  Military  Department  .  provisions 
a  twelve  'enti  .  operating  level  for  ail  new  consumable  items  introduced  dur- 
in0  pro,  \ si  it: vng. 

\  third  ICP  procures  vhat  in  called  (in  "e:  comic  order  quantity"  of 
:  :  month:;  apply  for  coiu>umuble  items  during  provisioning,  although  the  six 
men  is  a  ixed  figure  and  factors  normally  associated  with  economic  order 
quru-M  ..it's  are  not  used. 

Another  TCP  visited  user  the  forecast  annual  dollar  demand  to  arrive 


consumable  'em  operating  1evel  quantity.  This  TCP  'ays  in  either  a  th-ee 
r  ,'ourteer.  men? h  level,  reducing  the  '.eve  1  as  the  forecast-  demand  value 


Two  I  CP.-  visited  were  not  concerned  with  initial  provisioning  deci¬ 
sions,  although  one  vas  accepting  initial  supply  support  requests  from  the 
services  as  a  result  of  their  provisioning  determinations.  As  required  by 
applicable  directives,  theie  forms  contain  the  services'  estimates  of  the 
item  quantities  expected  to  be  used  in  one  year.  These  requirements  are 
placed  into  the  inventory  record  as  a  "program  requirement",  in  the  form  of 
numeric  stockage  objectives,  until  demand  experience  takes  over.  One  half 
of  the  requirement  is  considered  an  operating  level  during  this  period  ard 
the  remainder  a  procurement  lead  time  level. 

Four  ICPs  concerned  with  establishing  initial  levels  for  reparable 
items  were  visited.  Four  methods  for  establishing  initial  operating  levels 
were  used. 

At  one  ICP,  a  six  month  operating  level  was  established  based  on 
anticipated  issue  (maintenance  replacement )_ rates.  This  level,  however,  has 
the  effect  of  representing  an  aggregate  of  an  operating  level  and  repair  cycle 
level,  with  the  major  portion  of  tile  assets  subsequently  required  to  fill  the 
repair  cycle.  Although  no  condemnation  rate  was  considered  in  establishing 
the  level,  assets  above  those  required  to  fill  the  repair  cycle  would,  in 
effect,  be  used  to  supply  replacements  for  condemned  unserviceable  items. 
Recent  direction  from  higher  authority,  which  had  not  yet  been  implemented, 
reduced  this  level  to  three  months. 

Another  ICP  based  system  operating  levels  for  new  reparable  items 
introduced  during  provisioning  on  the  Wilson  EOQ  formula  using  the  projected 
annual  dollar  value  of  condemnations  as  an  input  factor. 


Two  other  ICPs  established  separate  operating  levels  »r>d  repair 

••  | 

cycle  levels  for  reparable  items  in  the  provisioning  process*  One  estab-  | 

lished  operating  levels,  based  on  issue  (maintenance  replacement)  rates,  j 

of  two  months  for  "mandatory  time  change"  items  and  four  months  for  other  | 

i 

reparables.  j 

The  other  ICP  established  designated  "stock  levels"  for  reparable 
items  during  provisioning.  These  levels,  however,  ar e  apportioned  between 
depots  and  bases  (using  units)  based  on  the  anticipated  repair  rate  for 
each  and,  therefore,  cannot  readily  be  equated  vith  system  operating  levels 
established  by  other  ICPs.  In  addition,  this  ICP  generally  ignored  poten¬ 
tial  attrition  rates  during  the  establishment  of  provisioned  levels  and 
established  no  lead  time  or  safety  level,  per  se,  for  reparable  items. 

Therefore,  the  "stock  levels"  established  represent  an  operating  level,  a 
lead  time  level  where  subsequent  condemnation  is  experienced  and,  in  effect, 

m 

a  safety  level  to  cover  fluctuations  in  repair  cycle  times,  repair  rates, 
attrition  rates,  and  lead  times.  In  addition,  where  overhaul  of  the  next 
higher  assembly  was  planned,  a  thirty  day  stock  level  was  established  at  ^ 
repair  depots  based  on  the  anticipated  overhaul  program  and  an  assigned  rate 
of  component  wearout  during  these  overhauls. 

2.  Operating  Level,  Replenishment  Requirements. 

With  respect  to  consumable  items,  the  ICPs  visited  were  fairly 
unanimous  in  their  use  of  the  fundamentals  of  the  EOQ  principle  expressed 
in  DoD  Instruction  Ul4o.ll  end  applied  variations  of  the  three  factors: 

(1)  annual  value  of  demand;  (2)  cost  to  order;  and  (3)  cost  to  hold. 
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Another  element  remmonalj t.v  was  the  imposition  of  "cei  ling'/'  or 
ec.oooiii-i  order  quant  it  u 3  to  lnsw  •_  that  procurements  did  not  exceed  a  fixed,, 
as  nelly  arbitrary,,  limit  based  on  considerations  which  vary  from  .TCP  to  TCP. 

The  ceilings  varied  from  2  years  to  5  years-  "Floors"  (minuflum  size  of  buy) 
were  also  applied*  ranging  from  3  months  to  5  months.  Most  ICFs  used  a 
floor. 

The  greatest  fluctuation  was  noted  in  the  factors  of  cost,  to  order  and 
cost  to  hold.  These  ranged  from  one  ICP  using  a  cost  to  order  of  $25*  ?  -■ f o ' 
age  cost  of  1%  pe"  year,  an  interest  cost  of  per  year  and  an  obsolescence 
risk  cost  cf  either  or  to  another  ICP  using  a  cost  of  $363  to  procure 

under  form!  advertising  and  $116  on  a  no-advertised  basis*  with  a  15%  cost 
to  store.  Another  ICP  used  a  procurement  cost  of  $30*  and  5$  as  the  cost  to 
hold. 

The  biggest  problem  noted  in  the  operating  level  area  was  me  Lack  of 
definite  policy  and  extreme  '.arlatiojj  in  practice  regarding  the  application  of 
the  SOQ  principle  in  determining  operating  .levels  for  reparable  items.  Sc.ro 
TCFs  use  the  same  formula  for  machine  computation  c  "  the  operating  level  for 
both  consumable  and  reparable  Items,  while  some  have  separate  machine  for, rubs  • 
for  reparables  and  consumables. 

The  mechanics  of  application  of  EG Q  techniques  differ  considerably 
among  the  ICPs.  Two  ICPs  have  relatively  complex  computer  programs  for  tv- 
determination  of  the  economic  operating  level/order  quantity.  One  such  program 
incorporated  tests  for  price  breaks  to  take  advantage  of  the  most  economic  order 
quantity  and  varied  the  operational  level  to  accommodate  the  economic  quantify 
thus  determined.  Other  ICPs  have  worked  out  tables  which  consider  the  basic 
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factors  of  the  EOQ  theory  and  use  a  manual  table  reference  to  determine 
the  proper  qua.  ity.  Tne  tables  in  use  are  based  on  varied  interpretations 
of  the  current  guidance.  One  difference  was  seen  in  the  use  of  dollar - value - 
of -am  \al-demand  factor  at  most  ICPs  in  contrast  to  one  ICP  which  uses  unit 
cost  to  determine  EOQs  within  the  low  demand  segment  of  its  inventory 
C.  Conclusions. 

1.  Initial  Provisioning. 

There  is  no  definitive  DoD  policy  governing  she  establishment  of 
operating  levels  for  secondary  items  during  provisioning  of  new  equipments,/ 
weapons  systems.  Lacking  definitive  policy  each  service  or  ICP  has  estab¬ 
lished  its  own.  A  relatively  limited  ICP  review  indicates  that  operating 
levels  for  new  items  established  during  provisioning  differ  extensively 
within  the  DoD,  not  only  for  unlike  weapons  systems  but  also  for  similar 
equipments /weapons  systems.  Of  particular  note  is  the  frequent  use  c?  fixed 
operating  levels  for  all  consumable  items  provisioned  by  an  ICP,  or  for  all 
consumable  items  provisioned  in  support  of  a  particular  equipment /weapon 
system.  If  variable  operating  level  guidance,  within  DoD  Instruction  Ul4Q.ll, 
has  merit  for  replenishment  requirement  decisions,  applicability  of  such 
guidance  tc  provisioning  requirement  decisions  should  be  exploded  and  made 
clear.  It  is  considered  that  a  detailed  functional  review  of  this  area  could 
lead  to  identification  of  valid  differences  in  establishing  operating  levels 
during  initial  provisioning  and  development  of  more  definitive  policy  param- 


aters  in  this  area. 


2,  Observations  regarding  the  application  of  o arrant  BOQ  policy  to 
operating  level  determination. 

The  formula  for  the  computation  of  ' he  economic  order  quantity 
included  ;n  DoD  Instruction  4l40.11,  was  considered  a  rather  advanced  step 
when  it  was  published  in  1958*  A  great  amount  of  research  has  been  made  in 
the  past  seven  years  leading  to  refined  and  new  techniques  now  in  use  or 
planned  by  the  services  and  DSA.  In  addition,  the  capability  of  computers 
has  beer,  advanced  to  a  point  to  which  it  is  now  possible  to  deal  with  an 
almost  ’unlimited  volume  of  data  m  a  degree  of  detail  far  beyond  t  at  possible 
in  1958.  These  two  circumstances  have  opened  avenues  of  improvement  in  the 
determination  of  economic  order  quantity  wcich  are  being  recognized  in  the 
development  of  next  generation  systems  by  the  Departments  and  DSA,  but  which 
are  not  spoken  to  in  existing  policy  guidance. 

Some  of  these  improvements,  to  name  a  few,  are: 

a.  Tests  of  price  breaks  to  take  advantage  oi  the  most  economic 
order  quantity  and  varying  the  operating  level  to  accommodate  the  economic- 
quantity  thus  determined. 

b.  Determination  of  the  economic  advisability  cp  multi-year  oi 
demand-type  contiacts, 

c.  Application  of  weighting  and  smoothing  techniques. 

d.  Use  of  "control  settings"  to  ad.1u.st  computations  to  situations 
such  as  periods  of  limited  funding,  declining  programs,  etc.,  with  a  much 
higher  degree  of  accuracy  than  arbitrarily  imposed  "ceilings". 

e.  Use  of  the  "control  setting"  technique  and  simulation  methods 

!  i.:,  roduce  possible  situations  and  determine  their  effect  on  resultant 

reliability  of  support  to  the  mission. 

1^6 


Development  groups  working  secoriu  generation  systems  are  consider- 
ing  and  incorporating  these  and  other  advanced  ideas  which  go  far  beyond  the 
policy  jiidance  in  effect  today.  To  insure  OSD  acceptance  of  these  develop¬ 
ments  as  thej  are  implemented,  to  provide  guidance  to  those  who  are  still  in 
the  process  of  system  design,  and  to  take  full  advantage  of  the  economies  of 
improved  techniques  and  machine  capability,  OSD  should,  as  soon  as  possible, 
revise  its  BOQ  policy  to  update  it  to  the  current  state  cf  the  art  and  should 
continuously  revise  the  policy  to  keep  it  abreast  of  the  state  of  the  art. 

3.  EOQ  Factors. 

Clarification  of  the  OSD  policy  regarding  the  factors  involved  in  an 
EOQ  computation  Is  required.  These  factors  are:  (l)  annual  value  of  demand 
in  dollars;  (2)  cost  to  order;  and  (3)  cost  to  hold. 

The  annua.!  value  of  the  demand  in  dollars  is  discussed  under  the  problem 
area  entitled  "Use  Rate". 

Some  specific  aspects  of  the  remaining  two  factors  which  illustrate 
the  problem  are : 

As  indicated  earlier,  the  ^ost  to  order  varies  from  a  high  of  $368 
at  one  ICP  to  a  low  of  $25  at  another.  According  to  current,  guidance,  a  mini¬ 
mum  of  five  elements  are  to  be  included  in  the  determination  of  the  cost  to 
order.  These  costs  include  expenditures  in  the  functional  areas  of  stock  con¬ 
trol,  financial  control,  procurement,  transportation,  and  contract  administra¬ 
tion.  io  e of  the  ICPs  visited  has  a  single  point  for  the  collection  of  cost 
data  from  this  number  of  functional  areas  and  a  cursory  investigation  revealed 
no  future  plans  for  a  computerized  system  which  would  encompass  this  range  of 
data  collection.  The  wide  variation  of  costs  in  use  indicates  the  inability 
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of  IfTs  to  arrive  at  a  finite  fig  .re.  At  least  one  of  the  elements  inv< I’<ea, 
contract  placement  ar.d  administration,  including  inspection  and  acceptance, 
may  not  be  performed  by  the  ICP  involved  so  continued  difficulty  in  this 
area  Is  foreseen. 

The  cost  to  hold,  composed  of  seven  input  •  'ements,  varied  from 
5$  of  the  item  cost  to  a  possible  maximum  of  38$  of  the  item  cos*-.  (The 
38$  cost  to  hold  includes  a  maximum  33$  obsolescence  rate.)  At  the  ICPs 

visited,  it  was  determined  that  no  more  than  three  of  the  seven  elements  a  re 

being  used  by  any  one  ICF.  These  are  storage  cost,  interest  cost;  and  obso¬ 
lescence  risk  cost.  Since  the  current  DoD  guidance  states  that  the  interest 
cost  ’‘for  the  purpose  of  this  Instruction  will  be  assumed  to  be  and  all 

ICPs  appear  to  be  using  this  cost,  the  other  elements  considered  account  for 
a  range  of  from  1$  to  3^  n  appears  that  four  cost-to-hold  elements  are 
disregarded  because  of  an  inability  to  do  more  than  guess  at  the  cost  of  care 
and  preservation,  cost  to  inventory,  and  the  cost  of  nppiicat  i.e  s*oek  control 

and  financial  control.  The  difficulty  in  -ollect  mg  these  cost  data  is 

similar  to  the  problem  m  ascertaining  cost -to-order  data, 

Tt  would  appear  that,  as  n.:  expedient,  standard  costs  could  no 
used  by  all  ICPs,  except  where  specific  and  valid  vest  data  Justify  individual 
ICF  C03t  values,  Studies  shou  l  be  made  to  provide  a  basis  for  different 
costs,  for  different  ICPs :  1  -  ,  for  It  is  apparent  that  some  of 

the  cost  elements,  such  as  obsolescence  ,  isk,  nee  far  from  uniform, 

U,  Size  of  the  Operating  level. 

Observations  at  the  ICPs  visited  1 >ad  to  the  com  fusion  that  the 
impositi  1  of  arbitrary  floors  (minimum  sire  of  t.he  1  1 )  and  ceilings 


(maximum  size  of  ti  level)  is  a  common  practice.  This  practice  reflects 
common  sense  Judgements  regarding  weaknesses  in  the  jontheroatical  techniques 
used.  In  lieu  of  the  computed  EOQs,  floors  favor  less  frequent  buys,  and 
attendant  workload  reduction,  while  ceilings  result  in  buys  of  quantities 
less  than  those  computed  in  the  interests  of  reduced  risk  of  obsolescence 
and  reduced  fund  expenditure  on  a  given  procurement.  While  future  advances 
in  EOQ  mathematical  techniques  should  lessen  the  need  to  rely  on  floors 
and  ceilings,  in  the  interim  the  requirement  for  and  content  of  uniform  DoD- 
wiae  policy  in  this  area  should  be  determined. 

5.  Reparable  Item  versus  Non -Reparable  Item  Operating  Levels. 

The  failure  of  DoD  policy  to  clearly  distinguish  between  reparable 
item  and  non- reparable  item  operating  levels  requires  correction.  This  is 
equally  true  for  initial  operating  levels  established  during  provisioning 
and  operating  levels  established  subsequently  based  on  usage  and  maintenance 
experience.  As  outlined  earlier,  DoD  Instruction  is  applicable  to 

replenishable  items  ana  makes  no  distinction  between  reparable  and  consumable 
items,  while  DoD  Instruction  LlhO.cO,  although  appl  ible  only  to  base  level, 
is  specific  in  its  requ  ,'ement  for  the  establishment  of  BoQ-type  operating 
levels  for  reparable  items.  Distinctive  policies  should  be  provided  for 
these  two  categories  of  items,  specifying  the  input  factors  and  the  factor 
relationships  which  will  produce  proper  operating  levels  for  the  two  item 
types.  As  one  cpecific  example,  the  use  of  issue  rates  versus  attrition 
rates  in  computing  operating  levels  for  reparable  items  warrants  close 
scrutiny  and  clarifying  policy  guidance.  In  this  connection,  the  j  \rpose 
of  a  reparable  item  operating  level  (i.e.,  as  a  source  for  ibsues  during 
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repair  batching,  a  source  of  issue  between  manufacturers'  replenishment 
shipments;  etc.)  should  be  examined  a r  set  forth  in  policy  statements. 

Such  clarification  and  Improvement  in  Do D- vide  policy  is  parti cuic-i 
Important  in  its  potential  corrective  effect  on  reparable  item  levels  r.r. ta¬ 
li  shed  during  provisioning.  There  is  the  possibility  of  achieving  full 
utilization  of  consumable  items,  when  initial  requirements  are  overs-' a  ted. 
through  continuing  issues  after  completion  of  a  "usage  data* development 
period".  However*  the  same  flexibility  does  not  exist  in  dealing  with 
reparable  items  with  low  attrition  rates. 


SAFETY  LEVELS 


A.  Existing  DoD  Policy. 

A  safety  level  of  supply  is  described  in  DoD  Instruction  5000.8  (Glossary) 
as  being  that  "quantity  of  materiel,  in  addition  to  the  operating  level  of 
supply,  required  to  be  on  hand  to  penult  continued  operations  in  .he  event  f 
minor  interruption  of  normal  replenishment  or  unpredictable  fluctuations  in 
issue  demand/' 

The  OSD  policy  statement  on  safety  level  from  DoD  Instruction  4140.U 
September  3 >  195^ >  subject;  "Management  of  the  Materiel  Pipeline  Including 
Levels  of  Supply"  (which  does  not  differentiate  between  reparable  and  non¬ 
reparable  type  items  or  between  repetitive  and  nonrepetitive  demand)  follows; 

"TV  h.  The  safecy  level  of  supply  for  each  item  or  category  of  materiel 
for  a  distribution  point  will  reflect  the  soundest  possible  consideration  and 
evaluated  combinations  of  the  following; 

"(a)  The  importance  and  essentiality  of  the  item  or  category. 

"(b)  The  mission;',  of  the  supported  units  and  activities. 

"(c)  The  time  necessary  to  order  and  receive  resupply  under 
emergency  conditions. 

"(d)  Estimate  of  the  reasonable  extent  of  unpredictable  demands." 

The  OSD  policy  statement  on  safety  level  from  DoD  Instruction  hlUO.ll, 

June  2b,  15)58,  subject;  "Peacetime  Operating  and  Safety  Levels  of  Supply" 

(which  applies  "to  all  consumable  items  which  are  stocked  on  the  basis  of 
repetitive  demand")  follows1 

"III  B .  Safety  Level  of  Supply 

"1.  It  is  the  policy  of  the  Department  of  D?fense  that  safety 
levels  for  repetitive  demand,  consumable  type  items  will  not  be  established 
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for  nil  ..terns  for  a  f  i>ed  time  period  tut  will  be  maintained  at  the  m .  -urn 
level  determined  to  be  necessary  by  a  i it ary  department  for  a  part  lei 
item  or  category  of  items,  under  specific  circumstances,  file  safety  leva 
calculated  for  central  distribution  points  will  normally  include  but  nee', 
not  be  limited  to  the  following  factors 

"a.  Frequency  of  demands  ‘both  mean  and  variable,', 

"b  Sizes  of  demands 

"c.  Reliability  of  resupply, 

"d.  Mission  of  the  supported  units  or  activitfe^-,  and 
,:e.  Military  essentiality  aid  criticality  of  the  item. 
"2.  The  safety  level  computed  in  accordance  with  the  Instruc 
tion  for  local  distribution  points  will  include  the  same  factors  listed  i 
paragraph  1  above  and  will  be  based  on  anticipated  replemshable  demons 
at  the  local  distribution  point , 

"3'  Specific-  formulas  for  computing  safety  lev-'is  and  va'.  :»r- 
for-  the  variables  set  forth  m  paragr  aph  II J  B  1  above  will  V  dev'-Lv-'i 
■a  eh  military  service." 

OSD  policy  on  the  establishment  of  safety  l  -v  -S  *»•  reparable  •  *  on c 
Individual  posts ,  camps  stations,  and  bases  is  expressed  in  DoD  Inc  : 

?0,  Angus*  26.  106-,,  subject:  "  Bas®  Aupplv  Levels  of  Separable  lyre 
Items".  This  ..irective  approve:.,  of  safe*-,  1  eve  1  e  for  r-'perub  i-»  t  vp-> 
that  have  or  are  expected  to  have  "maintenance  removals  and  replacement  • 
individual  bases  of  such  a  frequency  and  rat-  so  as  to  require  th-  main¬ 
tenance  of  stock  levels  at  *  hose  bases  to  ; upper t  the  nand’’ .  In  i  *  a 
expressed  policy  on  base  safety  levels  and  tn  a  sump'.--  -'oraputat  i<u. 
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to  the  directive,  DcD  Instruction  4-140.20  indicates  variable  safety  levels 
to  be  applicable  to  reparable  type  items.  He  ..ever,  the  Instruction  does 
not  deal  wjt.u  system  requirements. 

Current  DoD  policy  directives  concerning  provisioning,  such  as  DoD 
Instruction  3232.4,.  April  2 .  1956,-  subject'  "Folicy  and  Fyincipl.es  Governing 
Provisioning  of  End  Items  of  Materiel''  do  not  speak  to  factors  or  techniques 
for  the  determination  cf  safety  levels  for  nev  items  entering  a  supply 
system  through  the  provisioning  process. 

B.  .Problem  Description. 

The  ICP  visits  of  the  working  group,  though  limited,  showed  many  dis¬ 
similar  methods  used  for  the  establishment  cf  safety  Levels  both  in  the 
provisioning  process  and  for  day-to-day  management ,  and  for  both  reparable 
and  consumable  .items.  These  methods  ranged  from  a  highly  complex  variable 
safety  level  approach  to  a  fixed  50  day  safety  lever  for  nil  it. ’nr. .  It  war- 

noted  that  item  characteristics  such  as  relatively  constant  versus  e::aS.c 
demand,  low  and  high  item  cos*  and  whether  subject  to  repair  or  not  we~e 
often  the  basis  for  the  variance.  Trie  13  illustrated  by  ttu  following: 

One  ICP  established  a  fixed  safety  level  of  one  month  for  all  new 
consumable  type  items  Introduced  through  the  provisioning  process.  When  the 
items  migrate  to  management  bn^ed  on  demand,  the  safety  level  becoots  variable 
based  on  the  value  of  annual  demands.  Safety  levels  up  to  n  six  month  maximum 
are  established  for  items  having  an  annual  demand  of  less  than  $2500  and  either 
or.e  or  two  month  levels  for  items  having  an  annual  demand  exceeding  $2500.  The 
system  provided  a  fixed  two  month  safety  level  tor  all  reparable  items,  for 
both  those  introduced  through  the  provisioning  proves,  and  established  item.-:. 
Levels  were  based  on  either  anticipated  maintenance  removal  rates  or  actual 
issue 
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Another  ICP  established  fixed  tvo  month  safety  levels  for  all  new 
consumable  items  introduced  through  the  provisioning  process.  For  those 
Items  with  numeric  stockage  objectives,  safety  levels  remain  fixed.  For 
items  migrating  to  demand-based  management,  a  variable  safety  level  is 
established  at  the  time  of  migration.  The  variable  safety  levels  estab¬ 
lished  are  based  on  weighted  averages  of  recurring  demand  and  the  number 
of  requisitions  (movement),  with  reduced  weight  applied  to  older  data. 
Reparable  items  are  divided  into  two  basic  management  categories,  i.e., 

(a)  those  subject  to  return  to  system  management  for  depot  repair  and  (b) 
those  which  are  either  repaired  or  washed  out  at  the  field  maintenance 
level.  A  two  month  fixed  safety  level  is  established  for  both  categories 
introduced  through  the  provisioning  process.  After  migrating  to  demand- 
based  management,  safety  levels  for  the  latter  category  are  established  in 
the  same  manner  as  those  for  consumables,  with  demand  reflecting  wash-out 
at  the  field  maintenance  level.  For  the  former  category  a  variable  safety 
level,  as  a  function  of  attrition  over  procurement  lead  time,  is  developed 
to  support  the  operating  level  and  a  safety  level  to  support  the  repair 
cycle  requirement  is  developed  based  on  a  probability  distribution  table. 

The  total  safety  level  is  the  sum  of  the  tvo. 

An  ICP  visited  provided  no  safety  level  for  n*v  consumable  items  intro¬ 
duced  through  the  provisioning  process,  with  the  exception  of  those  in 
support  of  one  major  weapon  system.  In  this  case,  the  safety  level  is 
variable  as  a  function  of  the  replacement  factor,  procurement  lead  time, 
and  the  relative  essentiality  of  the  item.  The  maximum  safety  level  is 
one  half  the  procurement  lead  time  for  the  most  essential  items  and  decreases. 
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in  relationship  to  the  procurement  lead  time,  as  the  essentiality  to  the 
weapons  system  decreases.  Those  consumable  items  for  which  no  safety  level 
is  established  during  provisioning  are  subject  to  a  sophisticated  variable 
safety  level  concept  upon  migration  to  demand-based  management.  This  con¬ 
cept,  which  is  also  applicable  to  reparu'  le  items,  is  based  on  a  probability 
computation  which  causes  the  safety  level  to  vary  directly  with  the  demand 
rate  and  its  deviation  history  and  with  the  pi . lurement  lead  time  and  its 
deviation  history,  and  to  vary  inversely  with  unit  price,  bolding  cost  and 
the  size  of  the  operating  stock  level. 

Still  another  ICF  employs  25$  of  the  procurement  lead  time  as  a  safety 
level  for  consumable  items,  both  for  new  items  during  the  provisioning  pro¬ 
cess  and  established  items  managed  on  demand  history.  This  ICP  establishes 
no  safety  levels,  per  se,  for  reparable  items  either  new  or  established  items- 
The  system,  however,  does  provide  "stock  levels"  at  maintenance  replacement 
rates,  in  addition  to  repair  cycle  levels.  These  "stock  levels",  therefore, 
provide  not  only  operating  levels  and  lead  time  levels,  where  attrition  is 
discounted  in  initial  provisioning,  but,  in  effect,  safety  levels  for  possible 
fluctuation  in  repair  cycle  tiiaes,  repair  rates,  attrition  rates,  and  lead 
times. 

One  ICP  classifies  its  items  as  those  items  either  having  or  not  having 
a  range  of  sizes  and  as  either  being  subject  to  mandatory  issue  requirements 
or  nonmandatory  issue  requirements.  These  classifications  provide  the 
variable  factors  for  establishment  of  replenishment  requirement  safety  levels. 
This  ICP  is  not  engaged  in  provisioning.  A  75  ^ay  safety  level  is  carried  for 


items  having  a  range  of  si2.es  and  for  which  issues  are  mandatory,  it  estat 
lishes  a  45  day  safety  level  for  items  having  mandatory  issue  hut  for  which, 
a  range  of  sizes  is  not  involved  and  for  items  having  a  range  of  siz.ee  but 
for  which  issues  are  not  mandatory.  A  30  day  level  is  used  for  items  which 
have  neither  a  range  of  sizes  nor  mandatory  issue  requirements.  Tfc -is  appro?' 
in  effect,  involves  a  combination  of  variable  levels  based  on  demand  p  *ed*  - 
bility  (size)  and  essentiality  ( mandat ory / nonmandatory  issue). 

Another  ICP  was  not  directly  involved  in  provisioning  projects  hut  *?  - 
receiving  supply  support  requests  for  new  items  from  other  ICP*  »  result 
of  their  provisioning  efforts.  The  supply  support  requests  contain  a  one  ye*,' 
estimate  of  consumption  by  the  ICP  requesting  support.  No  safety  level,  per 
se,  was  established  for  these  items.  The  quantity  representing  the  estimate 
for  one  year's  consumption  was  established  as  a  program  requirement,  with 
50£  designated  as  a  lead  time  level,  and  50^  as  an  operating  level.  Is 
computing  replenishment  requirements,  this  ICP  employed  a  fixed  3^  day  safety 
level.  This  ICP  deviated  from  the  variable  safety  level  policy  of  its  pares. ‘ 
organization  because  of  the  peculiarities  of  its  ccmmodit  !«•*  a\>d  an  < 

that  increased  funds  would  be  required  to  adhere  to  the  variable  safety 
concept . 

C.  Co  ml  us  ions . 

Equipments  /weapons  systems  within  the  DoD  are  not  *  •  ing  assured  r**ae-  . 
comparable  continuity  of  maintenance  support  because  of  iir *•  i.rsf  r-sf -tv 
level  policies.  In  some  cases,  this  dissimilarity  appear-  applicable  to 
equipment  s/weapons  having  about  the  same ^relative  import-arc--  to  the  "n+1<  "oa'i 
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defense.  This  dissimilarity  in  safety  levels  can  also  be  seen  among  troop- 
related  items  and  other  items  not  related  to  equipments. 

DoB  policy,  as  outlined  in  directives  noted  above,  specified  the  con¬ 
cept  of  variable  safety  levels  based  on  factors  applicable  to  individual  items 
or  categories  of  items.  Some  of  these  factors  are  used  and  some  are  not. 
Those  that  are  used  are  subject  to  varying  interpretation  and  emphasis. 

None  of  the  systems  reviewed  apply  all  of  the  factors  specified,  nor  in 
all  instances  does  such  application  appear  practicable.  Some  examples  are; 

1.  The  factor  concerning  the  mission  r'  the  supported  units  was 
notably  absent  from  consideration  at  any  ICP  visited  and  it  appears  that 
application  of  this  factor  is  highly  impractical,  if  not  impossible.  The 
relationship  of  a  common  item  to  the  wide  range  of  missions  of  many  units 
supported  appears  to  be  beyond  the  ability  of  most  ICPs  to  maintain  within 
a  cost  ange  which  would  make  the  benefits  attractive. 

2.  It  was  noted  that  none  of  the  ICPs  visited  directly  relates  the 
two  factors,  requisition  size  and  demand  frequency,  in  safety  level  computa¬ 
tion.  In  most  instances,  the  same  weight  Is  placed  on  a  requisition  from  a 
small  user  for  a.  quantity  of  one  as  is  placed  on  a  requisition  for  a  largv 
quantity  to  support  a  repair  facility.  The  small  unit  may  requisition  more 
frequently  than  the  repair  facility ,  The  recording  of  frequency  of  demand 
and  size  of  demand  is  simple,  but  determining  how  to  combine  the  two  to 
place  greater  or  less  emphasis  on  either  the  less  frequent  demand  for  large 
quantities  or  the  more  frequent  demand  for  small  quantities  becomes  very- 
difficult.  BoD  policy  should  clarify  the  application  of  these  two  factors, 
used  sei>arate.'JLy  or  in  combination. 
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3.  PoD  policy  directs  consideration  of  about  a  half  dozen  item 
characteristics  in  determining  safety  levels.  It  should  be  recognised  '.hat 
some  of  these  characteristics  cannot  be  judged  with  much  precision  at  the 
time  of  provisioning,  Swunples  are  frequency  of  demand  and  reliability  of 
resupply.  Estimations,,  at  the  time  of  provisioning , of  ot.:er  item  charac¬ 
teristics,  such  as  item  cost  ana  essentiality,  are  liheiy  to  be  sosoewhat 
more  accurate.  It  would  appear  that  veriable  safety  level  policy  should 
be  revised  to  place  greater  reliance  on  the  more  dependable  item  character 
estimates  and  to  defer  emphasis  on  characteristics  which  cannot  be  /v-ag*  d  wit 
reasonable  precision.  In  addition,  because  of  some  confusion  which  may  have 
been  introduced  by  the  term  "repetitive  demands"  in  current  directives, 
applicability  of  the  variable  safety  level  policy  vo  provisioning  require¬ 
ment  computations  should  be  clarified. 

he  There  is  need  for  OSD  clarification  of  policy  on  the  application 
of  the  variable  safety  level  concept  to  reparable  items.  As  indicated 
earlier,  DoD  Instruction  4140.1  makes  ro  distinction  between  coos 'arable  and 
reparable  items  while  DoD  Instruction  4140.  II  speci fie  rppLicaiu iiv y  *<; 
consumable  items-  DoD  Instruction  4140,20.  a  1th High  -address  h*  levels  for 
individual  bases  and  not  system  requirements,  can  be  inferred  to  ,.v.-Ur;.te 
the  applicability  of  variable  safety  levels  to  reparable  Items,  fu ,  ,004  os 
among  the  JCPs  visited  in  their  approach  to  safety  levels  for  repa;  <b;  >  jt-'xj 
bear  out  the  uncertainty  of  the  situation  and  •  he  need  for  pwicy. 

Methods  of  establishing  safety  levels  .In  :  he  Jj>  0  to  '■  id  be  rev i*' , 
detail  toward  development  of  DoD  policy  to: 
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a,  Clarify  the  derivation,  collection,  and  application  of 


factors  for  setting  variable  safety  levels, 

b,  Clearly  define  the  potential  fluctuations  which  safety 
levels  shell  be  designed  to  offset,  both  for  base  and  system  safety 
levels,  and  both  for  consumable  and  reparable  items. 

c.  Provide  guidance  in  the  use  of  specific  techniques  and  factors 
for  establishment  of  safety  levels  to  assure  similar  protection  for  support 
of  e qui pae ;.7 t  s  /  we apo n  systems  of  sL-ilar  importance  and  a  relative  equity 
among  XCTs  in  tb/s  use  of  dollar  resources  devoted  to  safety  levels. 


if 


PROCUREMENT  LEAD  TIME  LEVELS 


A.  Existing  DoD  Policy. 

DcD  Instruction  42^0.20,  August  26,  1963;.  ‘‘utjeufc:  "Base  Supply  Levels 
of  Reparable  Type  Items’',  provides  a  concept  that  lead  time  levels  (order  and 
shipping  time)  shall  cover  the  quantity  of  items  required  to  be  supplied 
from  external  sources  over  the  lead  time  order  and  shipping.)  period.  This 
Instruction  does  not  cover  system'  (i.e.,  depot"  or  wholesale'*.)  lead  time 
levels. 

DoD  Instruction  323?. 4,  April  2,  1956.,  s.hject;  “Policy  and  Principles 
Governing  Provisioning  of  End  Item?  of  Materiel”,  does  not  provide  definitive 
policy  for  the  determination  of  levels,  such  as  procurement  lead  time  levels, 
for  new  items  entering  military  supply  systems  through  the  provisioning  pro¬ 
cess.  No  DcD  instructions  specif: tally  cover  the  determination  of  procure¬ 
ment  .lead  time  levels  ir.  ccmputlhg  repienisbiatn..  requirements, 

3.  Problem  Description. 

Lacking  definitive  DcD- wide  policy  for  establishment  of  lead  time  levels  • 
each  Service  has  developed  3  own  ground  ru4.ee. 

For  consumable  Items  all  methods  observed  at  I CPs  were  similar.  Pro¬ 
curement  lead  time  quantities  were  based  on  projected  issues  over  the  pro¬ 
curement,  lead  time  period. 

For  reparable  items,  two  Ids  visited  were  establishing  lead  time  levels 
based  on  projected  * sane  <  maintenance  replacement  •  rates  ov«r  the  lead  time 
period.  At  one  of  these  I CP?,  it  was  determined  that,  recent  policy  guidance 
from  higher  authority  requires  determination  of  these  levels  based  on  the 
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attrition  ‘  condemnation)  rate  over  the  lead  time  period.  This  policy  vas 
in  the  process  of  being  implemented. 

Another  ICP  visited  establishes  no  lead  time  level  for  reparable  items 
during  provisioning,  assuming  100$  recoverability,  until  maintenance  exper¬ 
ience  is  gained.  After  the  experience  is  obtained,  this  ICP  applied  the 
attrition  rate  to  the  lead  time  period  to  compute  the  lead  time  quantity. 

Still  another  ICP  Is  authorized  to  compute  lead  time  levels  at  attrition 
rates  for  the  lead  time  plus  three  months  minus  the  repair  cycle.  This 
authorization,  however,  is  restricted  to  those  reparable  items  for  which 
an  attrition  rate  is  known  and  is  greater  than  5$  °*  maintenance  replace¬ 
ments.  Since  the  attrition  rate  of  new  reparable  items  is  not  known,  this 
policy  in  effect  results  in  no  lead  time  level  being  introduced  in  initial 
previsioning,  thereby  ignoring  subsequent  attrition. 

In  summary,  for  reparable  items,  methods  fall  in  four  distinct  cate¬ 
gories: 

1.  Ignoring  subsequent  attrition  with  no  level  computed  (new  items 
in  provisioning) ; 

2.  Levels  based  on  maintenance  removal  rates  over  the  lead  time 

periods 

3.  Levels  based  on  attrition  rates  over  the  lead  time  period; 

U.  Levels  based  on  attrition  over  the  lead  time  period  less  the 

repair  cycle  time. 

C.  Conclusions. 

It  is  apparent  that,  comparable  to  the  guidance  in  DoD  Instruction 
UlUO.20  with  regard  to  base  supply  levels,  system  procurement  lead  time 


levels  should  reflect  the  quan  Ity  of  items  required  to  be  supplied  from 
external  sources  daring  the  period  required  to  obtain  these  items.  Follow¬ 
ing  this  precept }  it  is  also  apparent  that  determining  lead  rime  levels 
for  reparable  items  based  on  issue  rates  without  regard  to  regeneration  of 
assets  during  the  leaa  time  period  results  lri  an  overstatement  of  require¬ 
ments.  Conversely  ,,  it  is  apparent  that  not  considering  attrition  rat  es  m 
the  computation  of  requirements,  where  it  is  reason&tiy  certain  that  there 
will  be  subsequent  attrition,  leads  to  an  understatement  of  requirements. 

All  methods  of  determining  procurement  lead  time  levels  should  be 
reviewed  in  ietali.  and  DoD  policy  should  be  developed  to  insure  that  these 
levels  consist  of  the  Item  quantities  required  to  be  supplied  from  external 
sources  during  the  period  required  to  obtain  the  items. 


REPAIR  CYCT.E  LEIVEIiS 


A.  Existing  DcD  Policy 

Existing  DoB  policy  directives  do  not  provide  guidance  for  the 
establishment  of  repair  cycle  levels  in  computing  provisioning 
requirements  for  "eparal \e  items. 

DoD  Instruction  4lh0.20,  August  26,  1963,  subject:  "Base  .Supply 
Levels  of  Reparable  Tyre  Items/'  defines  Repair  Cycle  Requirement 
as  "the  quantity  of  reparable  type  items  required  to  fill  the  repair 
cycle"  and  further  defines  Base  Repair  Cycle  Requirement  as  "a 
function  of  (l)  the  anticipated  number  of  maintenance  replacements 
that  will  be  repaired  locally,  and  (2)  the  base  repa.ii  cycle  time.” 
This  Instruction  does  not  provide  policy  for  the  establishment  of 
repair  cycle  levels  within  system  (i.e.,  depot,  wholesale) 
requirements 

BoD  In  1- action  4l4o.24,  Sept^ucer  10,  1964,  subject:  "Require¬ 
ments  Priority  and  Asset  Application  for  Secondary  Items,”  defines 
a  repair  cycle  requirement  as  "the  estimated  number  of  serviceable 
assets  ultimately  recoverable  from  the  number  of  unset viceeble  items 
required  to  be  in  the  repair  cycle,  cased  on  the  maintenance  replace 
nent  rate  .  ,  .  . "  In  addition,  this  directive  provides  special, 
detailed  instructions  for  computing  repair  cycle  requirements,  but 
this  guidance  .is  offered  in  connection  with  the  item  stratification 
process  and  is  net  clearly  directed  to  the  item  procurement  and 
repair  requirement  process. 
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B.  Problem.  Inscription 


Valuing  meth  ts  &ve  tvsed  by  !*>£.  item  managers  to  fill  repair  cycles 
for  reparable  items. 

One  IOP  computes  a  six  month  operating  level  for  new  reparable  items 
entering  the  supply  system  through  the  provisioning  process .  This  level 
is  based,  oxi  anticipated,  maintenance  replacements  over  the  six  month 
period.  While  designated  a*  an  operating  level,  this  level,  in  effect, 
fills  a  fixed  si*;  month  repair  cycle,  and  provides  an  operating  level 
to  cover  issues  for  the  six  month  period  for  replacement  of  items 
determined  net  econtmically  repairable  (i.e.,  attrition).  For  estab¬ 
lished  items,  with  a  repair  history,  a  variable  repair  cycle  require¬ 
ment  is  d5vel.-  *^*d  "based  or*,  the  repair  rate,  expressed  in  units  per 
month,.  fflBsltipIied.  by  repair  cycle  timer  expressed  in  days,  and  divided 
by  30.  The  repair  rate  -or'l.yed  equals  system  issues  supporting 
maintenance  replacements,  less  depot  attrition. 

Another  STS’  observed  computes  repair  cycle  requirements  for 
mandatory  time  change  items  daring  provisioning  by  considering  the 
anticipated  tonal  flying  'mars  over  a  period  equal  to  the  repair  cycle 
time,  dividing  this  by  the  forecast  average  hours  between  item  removals. 
For  other  reparables  whoa*  replacement  is  based  on  condition  only,  the 
ICP  employs  a  replacement  factor  representing  the  anticipated  failure 
rate  for  each  301  flying  hour's  (called  a  maintenance  cycle).?  the 
anticipated  total  flying  h*:  j.rs  ever  a  period  equal  to  the  repair  cycle 
time  are  converged  to  300  h<r:x  maintenance  cycles  and  multiplied  by 
the  replacement  factor  to  produce  a  repair  cycle  requirement. 


Subsequent  to  provisioning,  for  replenishment  requirement  studies, 
the  repair  cycle  requirement  is  developed  for  either  a  fixed  four  or 
six  month  period  as  applicable,  immediate  jy  following  the  supply 
control  study,  based  on  forecast  requirements  over  thus  period,  less 
returns  from  repair  and  dues  in  from  ^^  nrement- 

At  another  ICP,  no  repair  cycle  requirement  was  used  during  the 
determination  of  provisioning  requirements  Later,  a  ~epair  cycle 
requirement  «ras  used  for  management  of  reparable  items,  but  only 
as  a  requirement  level  for  determining  the  need  to  initiate  repair. 

No  repair  cycle  requirement  «ras  employed  in  arriving  at  a  reorder 
point  for  initiation  cf  procurement  actions. 

At  a  fourth  ICT ,  repair  cycle  requirements  were  developed  for 
both  the  depot  and  base  level  during  provisioning.  'The  base  require¬ 
ment  is  predicated  on  the  percentage  of  maintenance  replacements  for 
■which  base  repair  is  projected  ever  a  fixed  10  day  repair  cycle  time. 
The  depot  repair  cycle  requirement  is  predicated  on  the  percentage 
cf  maintenance  replacements  for  which  depot  repair  will  be  required, 
over  repair  cycle  times  which  vary  based  on  item  characteristics. 

For  replenishment  studies  the  same  pattern  is  followed  except  that 
forecast  condemnations  during  repair  cycles  are  deducted  from  the 
repair  cycle  requirements . 

C.  Conclusion 

There  is  no  definitive  vil  policy,  either  requiring  the  use  of 
repair  cycle  levels  it  rent  rail  ?.ei  management  cf  reparable  items  or 
prescribing  factors  and  technique!  to  be  employed  in  their  development. 
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The  need  a  or  such  policy  should  he  examined  In  detail  toward  insuring 
jaore  effective  support  of  operating  forces  with  ad ni grim  investment. 
Aspects  of  current  practices  which  warrant  particularly  close  exami na¬ 
tion  are: 

1.  Potential  understatement  of  requirements  by  not  employing 
repair  cycle  levels, 

2.  Hot  developing  repair  cycle  requirements  but  filling 
this  need  through  the  use  of  assets  stocked  for  other  requirement 
levels  based  on  factors  not  related  to  repair  cycles. 

3.  Combining  repair  cycle  levels  with  other  stock  levels  and 
computing  requirements  on  common  factors  not  pertinent  to  both. 

4.  Potential  overstatement  of  requirements  by  computing 
repair  cycle  requirements  on  total  maintenance  replacement  rates  in 
lieu  of  composite  replacement/recoveiy  rates  comparable  to  those 
presented  in  BoD  Instruction  4l40.24. 
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AUDITIVE  STOCK  LEVELS  PROCURED  HI  PROVISIONING 


A.  Existing  DoD  Policy 

DoD  policy  concerning  the  establishment  of  additive  levels  of 
stock  (as  defined  below)  during  the  provisioning  of  equipment /weapons 
systems  is  limited  to  the  following  general  statements i 

DoD  Instruction  3232, April  2,  1956,  subject:  "Policy 
and  Principles  Governing  Provisioning  of  End  Items  of  Materiel, " 
states  that  one  cf  the  principal  objectives  of  provisioning  is  to 
"assure  that  initial  spares  and  repair  parts  will  be  available  at 
maintenance  echelons  when  needed"  (underlining  added).  This 
Instruction  further  states  that  "initial  spares  and  repair  parts  .  .  . 
requirements  normally  will  be  established  for  that  period  of  time 
that  extends  from  delivery  of  the  end  item  of  materiel  until  suffi¬ 
cient  usage  experience  has  been  accumulated  to  permit  determination 
of  requirements  aril,  assumption  of  support  responsibility  by  a  Military- 
Supply  System," 

B.  Problem  Description 

The  foregoing  DoD  policy  is  in  some  cases  interpreted  literally' 
in  that  support  i+ems  mist  be  available  maintenance  echelons  when 
needed  and  not  that  support  items  must  be  available  to  maintenance 
echelons  when  needei  within  a  reasonable  period  of  time.  This  often 
leads  to  wide  distribution  cf  relatively  slow-moving  items  and  initial 
procurement  quantities  in  excess  of  those  which  can  reasonably  be 
expected  to  be  use!  during  "that  period  tf  time  that  extends  from 
delivery  of  +he  end  item  of  materiel  until  sufficient  usage  experience 


ins  I'een  accumulated  . 


are 


Additive  levels,  for  the  purpose  of  this  problem  description, 
defined  as  those  stock  levels  computed,  procured  and  laid  in  as  a 
result  of  the  provisioning  process  which  are  in  addition  to  system 
operating,  safety,  procurement  lead  time  and,  for  reparables,  repair 
cycle  levels.  These  levels  include  initial  issues  to  operating  and 
field  maintenance  units,  both  ashore  and  afloat,  and  both  overseas 
and  in  the  continental  U.S.;  initial  levels  to  fill  transportation 
pipelines  for  both  CONUS  and  overseas  activities;  initial  levels 
for  overhaul  of  both  end  items  and/or  components/assemblies  of 
these  items;  prepositioned  war  reserve  levels,  whether  so  named  or 
not;  initial  levels  for  overseas  depots;  initial  levels  for  special¬ 
ized  repair  facilities;  initial  levels  for  mobile  kits  and;  initial 
levels  of  organizational  maintenance  items  for  accompanying  end 
items. 

Based  on  the  limited  ICP  visits  of  the  working  group,  the 
variables  entering  into  the  quantitative  determination  of  these 
additive  levels  within  the  DoD  are  many  and  complex.  Many  factors 
contribute  to  these  variations  and  complexities,  including  differ¬ 
ences  in  operating  and  field  maintenance  unit  organizations  and 
missions;  program  elements;  "confidence”/"protection"  levels  re¬ 
quired;  proximity  of  maintenance  units  to  th'-  next  higher  echelon 
of  supply,  both  in  peacetime  and  anticipated  in  combat;  laying  in 
war  reserve  assets  for  new  items  in  initial  provisioning,  follow-on 
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provisioning  or  through  noml  replenishment;  controlled  restrictions 
on  the  distribution  of  alow -moving  items;  deployment  plans;  degrees 
of  reliance  individual  technicians  by  overriding  computational 
formulas  based  on  judgment;  availability  and  relative  sophistication 
of  methods  for  establishing  essentiality/criticality  for  items; 
number  of  supply  echelons  between  the  user  and  system  stocks;  degrees 
of  confidence  in  timely  repair  capabilities  of  field  units;  applicable 
logistics  gui -lance;  use  of  anticipated  average  demand  as  opposed  to 
mathematical  probabilities  of  distribution,  use  of  combat  consumption 
rate**  for  peacetime  stocks;  and  the  use  cf  identical  consumption  rates 
for  both  peacetime  and  war  reserve  stocks 

At  one  ICP  visited,  these  additive  levels  consisted  of  zero,  two 
or  three  months  stock  for  CONUS  operating  and  field  maintenance  units, 
depending  on  the  maintenance  echelon  authorized  tc  install  the  item, 
plus  four  and  one  half  months  stock  of  prepositioned  war  reserve , 

For  overseas  units  the  additive  levels  consisted  either  of  four  or 
five  months  stock,  depending  on  *he  maintenance  echelon  authorised 
to  install  the  item,  plus  a  five  months  level  for  prepositioned  war 
reserve.  In  addition,  five  months  stock  of  prepositioned  war  reserve 
was  laid  in  for  selected  reserve  uni  *3.  Str^rent  restrictions  were 
placed  on  the  distribution  of  items  projected  as  slow  movers,  with 
the  authorized  stock  levels  inc.j-j.dirg  only  '•hose  items  for  which 
movement  could  be  predicted  within  toe  authorized  stock  level  period. 
Compute  .ions  of  war  reserve  requirements  were  based  on  the  same 
projected  usage  rates  aB  peacetime  requirements,  Initial  range  and 
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and  depth  of  stocks  provided  to  operating  and  field  maintenance  units 
were  mandatory  for  a  specific  period  until  valid  usage  warranted 
changes. 

Another  ICP  visited  laid  In  from  about  five  and  one  half  to 
eleven  months  stock  for  overseas  units  and  two  and  one  half  to  three 
and  one  half  months  for  CONUS  units  for  all  Items.  A  portion  of 
these  levels  are  for  filling  transportation  pipelines  but  are  addi¬ 
tive  to  system  operating,  procurement  lead  time,  safety,  and  depot 
repair  cycle  levels.  War  reserve  levels  as  such  are  not  normally 
developed  during  initial  provisioning  but  are  computed  during 
follow-on  provisioning  of  later  procurement  increments  of  the  same 
end  item.  However,  a  portion  of  the  initial  levels  are  computed  at 
combat  consumption  rates  which,  in  effect,  constitutes  war  reserve. 

w 

These  combat  consunption  rates  are  established  by  doubling  the 
program  element  (such  as  flying  hours)  upon  which  this  portion  of 
initial  stock  is  computed.  However,  units  receiving  these  initial 
levels  are  following  stock  retention  rules  based  on  peacetime  use. 
Excesses  generated  by  this  apparent  contradiction  subsequently 
revert  to  prepositioned  war  reserve  stock.  Average  demand  projected 
over  the  authorized  stock  level  periods  is  used  in  arriving  at  item 
depth.  This  is  based  on  the  projected  replacement  factor  and  item 
density.  Individual  Judgment  is  used  in  seme  cases  to  distribute 
slow-moving  items  to  a  relatively  wide  range  of  units  where,  in  the 
technician's  opinion,  the  item  is  critical  and  wide  deployment  of 
the  end  item  warrants  overriding  the  small  projected  demand  rate 


within  authorized  stock  level  periods.  This  widespread  distribution 
appeared  to  be  under  close  control.  Levels  provided  to  operating 
and  field  maintenance  units  were  not  mandatory  but  subject  to  negoti¬ 
ation.  Final  acceptance  rested  with  receiving  units.  In  seme  cases 
this  negotiation  takes  place  after  the  provisioning  decision,  with 
any  increases  being  provided,  either  from  other  additive  levels,  or 
system  stocks.  In  addition,  lack  of  adequate  program  data  for  one 
major  weapon  reviewed  caused  initial  operating  and  field  maintenance 
unit  levels  to  be  computed  on  a  gross  item  density  basis  during 
initial  provisioning,  with  the  subsequent  requirement  for  individual 
unit  negotiated  levels  met  by  drawing  down  other  authorized  levels. 

A  third  ICP's  additive  levels  were  computed  in  one  maimer  for 
the  majority  of  equipments  and  in  another  manner  for  one  major 
weapons  system.  The  provisioning  of  the  bulk  of  equipments  provided 
a  twelve  months  stock  to  operating  units.  Policy  in  this  case  has 
been  revised  to  provide  a  three  months  level  for  operating  units  and 
a  three  months  level  to  the  next  higher  maintenance  echelons.  This 
policy  is  expected  to  be  fully  implemented  during  1966.  Both  levels, 
however,  will  be  based  on  combat  consumption  rates  wherever  such 
rates  can  be  ascertained,  with  operating  units  utilizing  this  initial 
level  for  both  peacetime  and  combat  use  and  the  next  higher  maintenance 
echelon  reserving  the  three  month  stock  level  as  prepositioned  war 
reserve.  Additional  peacetime  operating  levels  will  subsequently  be 
established  at  these  higher  echelons  based  on  usage.  Initial  levels 
issued  to  operating  and  mainte.iance  units  are  mandatory  until  valid 


155 


usage  history,  which  wold  warrant  change,  xe  obtained.  Initial 
levels  are  based  on  predicted  usage  during  the  period  for  which 
stock  is  authorized.  In  addition,  selected  critical  slow-moving 
items  are  provided  Controls  are  i.  eluded  to  assure  that  slow- 
moving  items  are  not  repeated  both  in  operating  unit  and  the  next 
higher  maintenance  echelon's  stock  levels. 

Another  set  of  rules  governs  additive  levels  procured  in  initial 
provisioning  by  this  ICP  for  one  major  weapons  system.  A  comp  ex 
system  for  coding  each  item  s  relative  importance  to  ultimate 
mission  lk  used.  Average  anticipated  demand  is  projected  over  a 
true  month  period  for  both  the  operating  'units  and  the  next  higher 
maintenance  -units  base!  on  item  population,  either  used  or  sup¬ 
ported.  Based  on  the  item's  relative  importance  to  mission  and, 
to  a  lesser  extent,  on  nut  price  arid  cube,  a  confidence  or 
protection  Level  is  assigned  Probability  distribution  tables  are 
then  entered,  using  the  projected  demand  and  the  desired  protection 
level  against  stockout  to  arrive  at  the  authorized  quantity,  Items 
considered  relatively  important  to  mission  are  authorized  even 
though  the  table  indicates  a  zero  stock  quantity.  This  method 
result?  m  many  slow -moving  items  being  widely  distributed  and  re¬ 
pealed  at  the  next  higher  maintenance  echelon.  The  agencies' 
justificaticr.  fer  this  vide  distribution  is  the  relative  importance 
Of  this  wsap,  •  svrt  er  to  i  ne  national  defense  and  its  mission. 

Ann ’•her  ,Cr  r  aid:  ‘  iw  levels  established  during  provisioning 
were  iim:.  tei.  F-.e  4..  iremeuts  fer  user  ar.d  field  maintenance  levels 
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were  not  computed  for  individual  'units  but  were  included  on  a  gross 
basis  in  system  stock  requirement  computations  for  subsequent 
apportionment.  These  levels  were,  however,  subject  to  change  by 
either  negotiation  with  receiving  commands  or  based  on  individual 
judgment  resulting  in  distribution  requirements  which  exceeded  in 
same  cases  the  quantities  procured.  Stringent  rules  had  been 
issued  for  restricting  the  levels  of  new  items  procured  through 
provisioning  However,  these  rules  are  qualified  to  permit  indi¬ 
vidual  judgment  noted.  Sufficient  examples  of  wide  distribution 
of  high  cost  slow-moving  items  were  observed  to  Indicate  that  the 
use  of  this  qualification  by  Individual  analysts  is  not  isolated. 

C.  Conclusion 

There  is  a  wide  divergence  in  the  degree  of  support  provided 
for  new  equipment; 'weapons  systems  in  the  DoD  in  the  form  of  additive 
stock  levels  outside  of  normal  euprly  system  operating,  lead  time, 
safety  and  repair  cycle  levels  There  are  valid  reasons  for  this 
divergence  in  many  instances 

Additive  levels  represent  a  significant  portion  of  investment 
in  initial  support  for  new  equipment a  weapons  systems.  In  limited 
examples  reviewed  these  levels  represented  from  10^  to  sore  than 
S0$  of  the  provisioning  investment . 

Because  of  wide  variations  ir  the  elements  impinging  on  these 


levels  and  the  factors  used  in  their  computations  it  is  dif 


y"  f  i  ,  i  * 


to  compare  the  support  provided. 


The  vi  ae  divergence  in  initial  support,  provided  in  additive  levels 
in  the  provisioning  process  should  be  reviewed  in  detail  toward: 

1  Establishing  a  measurement  method  for  canpacrison.  One 
possible  method  is  a  wide  statistical  sampling  of  total  .  -^.M ties 
procured  for  these  addltiv  .■  levels  considering  the  projected  usag" 
rate  factor  and  total  density  to  arrive  at  u  "months  of  supply" 
figure  There  are,  however,  pitfalls  in  this  comparison  method. 

Its  application  to  reparable  items  is  limited  where  the  "buy" 
quantity  can  be  more  influenced  by  repair  capabilities  than  usage 
rates  Eh'en  when  used  tor  consumable  items  care  must  be  exercised 
to  compare  items  relatively  equivalent  in  price  and  end  item 
qualities  arid  deployment. 

b ■  Identification  of  valid  differences  in  degrees  of  support 
pro vi dc d  m  aidl t l ve  le vel 3 

i  Recocanenaatior  of  more  specific  DoD  policy  which  will 
establish  parameters  for  these  additive  levels,  recognizing  the  valid 
differences  identified 


CRITERIA  FOR  MIGRATING  PROVISIOMED  ITB4  ASSETS  TO  BEHAHD  MANA^^MENT 

A.  Existing  DoD  Policy 

DoD  Instruction  323?-. 4,  April  ?,  1956,  subject:  "Policy  and 
Principles  Governing  Provisioning  of  End  Items  of  Materiel,"  pro¬ 
vides  that  "initial  spares  and  repair  parts  .  .  .  requirements  will 
he  established  for  that  period  of  time  that  extends  from  delivery 
of  the  end  item  of  materiel  until  sufficient  usage  experience  has 
been  accumulated  to  permit  determination  of  requirements  and  assump¬ 
tion  of  support  responsibility  by  a  Military  Supply  System." 

DoD  Instruction  4140.24,  September  10,  1964,  subject:  "Require¬ 
ments  Priority  and  Asset  Application  for  Secondary  Items,"  makes 
reference  to  "provisioning  items"  as  being  those  new  items  "for 
which  sufficient  experience  has  not  been  obtained  to  manage  on  the 
basis  of  normal  demand  forecasts"  but  provides  no  policy  for 
transition  from  this  category  to  normal  reparable  or  nonreparable 
management  categories. 

B.  Problem  Description 

The  depth  of  new  items,  other  than  Insurance  items,  entering 
supply  systems  through  the  provisioning  process  is  related  to  pro¬ 
jected  usage  over  a  specific  period  of  time.  The  period  of  time 
established  is  designated  by  various  names  (e.g..  Initial  support 
period,  usage  data  development  period).  There  are  numerous  reasons 
for  usage  developing  more  or  leas  rapidly  than  forecut  at  the  time 
of  provisioning.  Each  C»rvice  therefore  has  developed  procedures 
for  coding  new  provisioned  items  in  inventory  records  either  to 


permit  management  or,  a  demand  basis  prior  to  the  end  of  the  period 
for  which  stocks  -ere  originally  procured  or  to  prevent  premature 
stratification  of  items  to  long  supply  strata  where  usage  experience 
has  not  been  generated  as  early  as  projected.  The  length  of  tine 
established  for  these  control  periods  and  the  methods  for  measuring 
them  vary  considerably. 

At  one  IC?  visi ted.  inventory  management  mechanised  procedures 
in  this  regard  are  limited  to  the  assignment  of  an  additional  "special 
study  code"  to  provisioned  items  for  which  no  demand  is  experienced 
for  two  year's  after  the  delivery  of  the  list  item.  If  no  demand  is 
experienced  for  one  year  after  this  assign -ent,  the  mechanized  pro¬ 
cedure  automatically  transfers  the  item  to  an  inactive  file.  At 
any  time  ouxing  this  tires  year  period  it  is  the  prerogative  of  the 
responsible  stock  item,  analyst  to  decide  when  there  has  been 
reasonably  representative  usage  to  warrant  management  of  the  item 
on  an  experience!  lemana  oasis. 

At  anc-ner  IIP  new  items  are  entered  m  a  provisioning  field 
ir  ‘he  inventory  record  and  remain  protected  from  stratification  to 
long  supply  in  this  field  for  one  year..  This  period  starts  when  the 
applicable  end  items  go  unto  service.  Items  automatically  migrate 
to  demand  management  earlier  if  the  reorder  point  is  reached  prior 
to  the  end  of  this  ear.  Other  means  are  used  to  prevent  the  transfer 
or  disposal  of  assets  of  items  which  have  automatically  migrated  to 
a  demand  has  .>  s ,  wnen  special  circumstances  warrant  such  action  by 
item  analysts  or  higher  authority.  One  example  is  the  case  in  vhich 
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tile  operational  use  of  the  end  item  has  not  progressed  as  anticipated 
vith  'all  potential  for  demand  generation.  New  machine  procedures 
are  currently  being  programed  to  provide  print-out  reports  for  pro¬ 
visioned  items  whenever  'a)  the  reorder  point  is  reached  prior  to  the 
end  of  the  year  and  (b)  item  quantities  remain  in  operating  levels  at 
the  end  of  the  yearts  usage  development  period. 

At  another  ICF  visited,,  items  are  coded  as  provisioned  item* 
in  the  inventory  record  and  the  mechanized  program  automatically 
migrates  the  item  to  an  appropriate  demand-based  management  category 
when  the  reorder  point  ie  reached.  If  no  reorder  point  is  reached 
in  two  years,  the  item  automatically  migrates  to  either  the  category 
for  •’low-moving  or  insurance  items,  depending  on  the  amount  of  demand 
experienced.  Peacetime  and  mobilization  objectives  are  established 
at  that  time  ana  assets  beyond  these  objectives  are  subject  to 
stratification  to  long  supply .  The  two  year  measurement  period 
starts  at  the  point  in  time  the  FSN  for  the  new  item  enters  the 
master  inventory  record. 

At  still  another  ICP  visited,  provisioned  items  are  coded  as 
new  items  in  the  master  inventory  record.  Issues  over  the  intended 
support  period  are  projected  and  entered  into  the  record.  These 
projected  Issues  are  offset  by  the  provisioning  buy  quantity.  When 
actual  issues  exceed  projected  issues  the  new  item  code  is  dropped 
and  the  item  reverts  to  demand-based  management.  If  the  new  item 
code  has  not  been  dropped,  based  on  issues,  at.  the  end  of  two  years, 
the  item  automatically  migrates  to  demand -based  management  and  is 
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sub Jec r  to  long  supply  stratification.  The  new  item  code  in  this 
case  is  retained;  however,  to  insure  intensive  review  prior  to  any 
excessing  action  The  two  year  period  is  measured  frcaa  the  time 
the  item  enters  the  master  inventory  record, 
i  At  one  ICF  visited,  which  receives  requirements  for  new  items 

freon  Services  engaged  m  provisioning,  the  Service -anticipated 
yearly  consumption  quantity  is  entered  in  the  inventory  record  as 
1  a  numeric  stoekage  objective.  One  half  of  the  quantity  is  entered 

as  an  operating  level  above  the  reorder  point  and  the  other  haur  as 
a  procurement  lead  time  level  below  the  reorder  point.  When  the  re¬ 
order  point  is  breached  or  when,  in  the  opinion  of  the  item  analyst, 
sufficient  usage  has  been  experienced,  the  item  reverts  to  demand- 
based  management.,  1  .ema  with  zero  demands  after  twenty-one  months 
in  the  inventory  record  are  referred  back  to  the  initiating  service 
for  requirement  validation  or  deletion  approval. 

C.  Conclusion 

There  is  no  definitive  DoC  policy  for  making  the  transition  to 
menage  previously  provisioned  items  on  the  basis  of  subsequent 
experience  data,  in  lieu  of  continuing  to  regard  as  bona  fide  the 
orj.ginc.lly  computed  requirements  based  on  provisioning  factors. 

Limited  review  of  methods  used  for  managing  these  items  indicates 
the  need  for  a  detailed  review  toward  development  of  DoD-wide  policy 
in  this  area.  During  this  review  and  subsequent  recommendation  of 
policy,  particular  attention  should  be  given  to; 
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1,  Insuring  that  any  necessary  "protection”  period  for  new 
items  in  support  of  new  equipments / weapons  systems  is  actually 
measured  from  a  point  in  time  when  the  potential  for  demand  exists. 


2,  Establishing  optimum  periods  for  such  protection  to 
•  jure  that  such  assets  revert  to  management  based  on  actual  usage 
as  early  as  practicable  and  are  not  held  on  a  static  basis  beyond 
that  necessary  to  insure  a  full  potential,  for  development  of  usage 
experience. 


3,  Recognizing  the  basic  differences  in  the  handling  of 
new  reparable  items  vice  consumable  Items  during  &  usage  development 
period  and  providing  definitive  practices  for  each, 
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SELECTION  OF  ITEMS  FOR  MOBILIZATlul  RESERVED 


A.  Existing  DcE  Policy 

DoD  Directive  300 5  5 ,  June  10,  i960,  subject:  "Criteria  for 
Selection  of  Mobilisation  Reserve  Items,'  prescribes  the  following 
objectives,  policies  end  criteria: 

"OBJECTIVE 

The  objective  of  this  Directive  is  tc  establish  policies 
and  criteria  tnat  vili  relate  the  selection  of  items  to 
operational  effectiveness  -under  combat  conditions.  Judg¬ 
ment  will  be  exercised  to  determine  how  long  the  using 
activities  can  be  without  the  particular  item  before  an 
unaceeptaole  reduction  in  operational  effectiveness  takes 
place 
"POLICIES 

A,  Items  to  be-  selected,  as  mobilisation  reserves  will  be 
based  on  the  follow? ng  specific  criteria  within  the 
objective  contained  in  paragraph  Til  above: 

1  T+ena  which  would  b»  required  for  the  survival 
of  personnel. 

2  Item;  essential  for  tne  operational  effectiveness 
of  ccabat  fcrces 

3.  Items  essential  A-.r  tne  operational  effectiveness 
of  the  log! sties  system  l.n  support  of  combat  forces. 

1  ltemo .  the  lac  it  of  wni  c’-  w'.il  render  inoperative  or 
seriously  impair  the  operational  effectiveness  of  an 
essential  equipment  cr  veapor.  system. 
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Bt  Item#  will.  &.•  -t  be  selected  as  mobilization  reserves  based 

on  the  following  criteria: 

1.  Item#  solely  for  coaioit.  convenience  or  morale. 

2.  Items  net  currently  stocked  which  would  be  obtained 
through  the  provisioning  process  after  the  assumed 
M-day  against,  which.  retirements  planning  is  being 
accompli  shed. 

3.  Items  which  are  or  will  become  non-standard,  within 
the  appr ciwa  ^  ianring  period  except  when  the  end 
item  supported  can  be  used  as  an  acceptable  substi¬ 
tute  lor  a  standard  Item  which  will  not  be  available. 

4.  Item#  which  can  be  readily  fabricated  in  the  field 
with  the  tori#  -ncl  b  _ik  materiel  normally  available. 

5  c  Subsist  .-Ac-  item*,  except  for  operational  rations. 

6.  Items  normally  available  from  commercial  sources 
In  sufficient  iusaiGities  to  meet  war  reserve  mili¬ 
tary  demands.  Exceptions  will  be  permitted  when 
military  considerations  indicate  that  ccGnaiercial 
type  items  mu#  :,  be  ^repositioned  prior  to  the 
assumed  M-day. 

7.  "terns  w'tr.'k  hare  a  short  shelf  life.  Certain  short 
shelf  life  items  car*  be  selected  where  overriding 
military  effectiveness  considerations  prevail." 

B.  Problem  Description 

Notwithstanding  the  objective  in  2WD  directive  3005.5  to  establish 

definitive  policies  and  criteria  for  the  selection  of  combat  essential 
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items,  interpretation  of  its  provisions  varies  widely  among  the 
Services,  In  certain  instances,  selection  of  items  reflects  cL0 
cons.. deration  of  combat  essentiality _  procurement  leadtime  and  perti 
nent  factors.  However,  the  selection  process  for  other  items  does 
not  appear  to  be  based  on  the  policies  and  criteria  stated  in  the 
DoD  Directive. 

Further,  widely  divergent  interpretations  among  the  Services  of 
policies  and  criteria  in  DoD  Directive  3001.5,  and  the  cho  res  that 
occur  from  year  to  year  in  the  selection  of  items  by  each  Service, 
have  resulted  in  significant  supply  imbalances  within  inventories 
controlled  by  single  managers  who  have  nc  prerogatives  in  the  selec¬ 
tion  or  items.  These  conditions  reduce  the  effectiveness  of  mobili¬ 
zation  reserve  planning.  In  addition,  the  large  fluctuations  in 
acquisition  and  retention  objectives  that  are  caused  by  frequent 
changes  in  item  selection  contribute  to  the  reluctance  of  budget 
authorities  to  fund  mobilisation  reserves. 

A  brief  survey  of  policies  anu  practices  for  item  selection  ai 
XCFs  has  revealed  specific  problems  For  example,  at  one  ICF, 
published  policies  and  crite- .a  are  identical  tc  those  in  the  DoD 
Directive.  Further,  the  1CT  is  required  to  furnish  a  Service - 
approved  combat  essential  items  list  +o  overseas  cocmanda  responsi¬ 
ble  for  choosing  particular  items  for  prepositioned  atockage  based 
on  the  range  of  items  contained  in  the  list.  However,  it  became 
apparent  that  a  list  of  items  appropriate  for  mobilisation  reserve 
stookage  had  net  been  fo: warded  to  any  overseas  conaaand  recently; 


the  last  coordination  of  item  selection  betveen  a  command  and  the  ICP 
occurred  in  March  1964  based  on  the  information  provided  by  the  command 

In  an  audit  report  dated  March  4,  1964,  concerning  one  overseas 
command,  impropriety  in  the  Item  selection  criteria  and  significant 
divergence  from  policy  and  criteria  in  the  DoD  Directive  are  empha¬ 
sized.  In  chat  report,  it  is  stated  that  mobilization  reserve  require¬ 
ments  for  many  items  are  determined  by  doubling  the  normal  peacetime 
demand  rate  without  any  prior  analysis  for  combat  essentiality. 

Stockage  under  the  criteria  employed  in  this  command,  the  report 
states,  could  result  in  a  large  build-up  of  excess  inventories  due 
to  technological  change  and  other  factors,  and  thereby  impair  material 
readiness  and  the  ability  to  support  the  procurement  budget  for  neces¬ 
sary  funds. 

At  a  second  ICP,  where  selection”  is  limited  principally  to  non- 
prepositioned  stocks,  the  provisions  of  DoD  Directive  3005-5  are 
recognized.  However,  in  practice,  ICP  selection  of  items  for  the 
nonprepositioned  mobilization  reserves  is  not  accomplished  on  an 
item-ty-ixem  basis.  Rather,  entire  Federal  Supply  Classes  esti¬ 
mated  to  be  of  "negligible  military  essentiality"  are  eliminated 
from  consideration.  It  was  agreed  at  the  ICP  that  this  practice 
results  in  some  inappropriate  item  selections. 

At  a  third  and  fourth  ICP,  responsible  for  the  computation  of 
requirements  for  items  selected  by  the  Services  but  having  no  pre¬ 
rogatives  regarding  selection,  divergent  interpretation  and 
practices  relevant  to  DoD  Directive  3005*5  were  cited  as  basic 
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causes  for  significant  stock  imbalances.  For  example,  review  of  a 
list  of  292  items  at  the  third  ICP,  a  Defense  Supply  Center,  provided 
the  following  information: 


Items  Selected  By; 

Three  or  four  services 
Two  services 
One  service 

Total 


Number  of 
Items  Selected  For 
PT  Mob 

Stocks  Reserves 

184  C 

108  28 


0  2 64 


Whereas  184  items  (63^)  of  the  total  sample  were  selected  for 


peacetime  stockage  by  most  services  and  all  2 92  items  are  used  by  at 
least  two  services,  264  (90#;  were  selected  for  mobilization  reserve 
by  only  one  service.  Of  that  number  21 j  or  Sri  were  selected  by  the 
same  service.  Although  the  special  requirements  of  each  service  will 
account  for  some  differences  in  the  selection  of  items,  it  is  apparent 
from  these  da. a  that  there  are  wide  variations  in  interpretation  of 
the  policies  and  criteria  stated  in  the  DoU  Directive  300*5 . 5 . 


The  Progressive  Ref inaaent , Integrated  Supply'  Management  (PRISM) 
report  ,  March  T>c:-.  cites  .similar  inconsistencies  in  item  selection 
and  includes  the  following  recommendation : 

"The  OSD  should  undertake  immediately  a  revision  of  DoD 
Directive  3005 . 0 ,  Criteria  for  Selection  of  Mobilisation  Reserve 


Items.  In  its  revision  of  Directive  v>y  ,  ODD  should  lend 
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specificity  to 


lusior  and  exclusion 


teria 


v  p reviled 


■and  in  such  terms  as  to  preclude  variations  in  interpretation  which 
now  plague  the  current  requirements  process  and  contribute  to  the 
suspect  quality  of  current  requirement  computation  results."  The 
recommendation  has  been  concurred  in  by  the  Services  and  DSA. 

A  related  problem  of  prime  importance  mentioned  at  the  third 
ICP  concerns  the  shortage  anticipated  of  certain  items  that  are 
urgently  required  to  support  short  notice  build-up  of  reserve 
forces.  Since  these  items  are  not  uniformly  selected  by  all  Services 
under  the  various  interpretations  of  the  criteria  in  BoD  Directive 
3005.5,  past  experience  indicates  that  an  inordinate  drawdown  of 
safety  levels  may  be  necessary  to  meet  future  emergency  needs.  Pend¬ 
ing  resolution  of  the  problems,  the  ICP  has  recommended  that  a  six 
month  safety  level  be  established  and  funded  for  the  critical  items 
required  to  support  cold  war  requirements.  'In  this  connection, 

OSD  is  currently  staffing  a  proposed  revision  of  DoD  Directive 
3005.5  containing  an  added  provision  which  is  considered  necessary 
to  permit  selection  of  the  items  concern  i  for  the  initial  support 
of  a  sudden  call-up  of  reserve  forces  to  active  duty. 

At  the  fourth  ICP,  particular  emphasis  was  placed  on  the  imbalances 
that  have  resulted  from  changes  made  by  each  Service  from  year  to  year 
in  selection  of  the  same  items.  In  certain  instances,  failure  to  in¬ 
clude  a  previous  year's  selection  and  related  requirements  in  the 
current  year  has  caused  large  increases  in  excess  stocks  to  appear 
in  the  stratification  of  inventories.  Conversely,  new  selections 
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and  perti  ner.*  reoui rer.ont s  that  did  rot  appear  in  the  previous  year's 


st  rat ideal 


l\'.  ivt  •  '  i.  i  i  ■  ■  t. 


i  undue-  fluctuations  in  acquisition  objectives. 


Occasionally,  such  change  result  from  error  but  they  are  also  attribut¬ 
able  to  diff  -<>nccs  in  year-to-year  interpretation  by  each  Service  of 
the  crite. .  la  Dot  Directive  3005- >.  The  large  variations  in  require¬ 
ments  data  that  result  from  instability  in  the  matter  of  item  selection 
impair  the  ICP's  ability  +o  support  the  procurement  budget. 

At  a  fifth  ICP,  it  was  stated  that  the  service  headquarters  provides 
guidance  for  item  selection  and  that  the  major  field  commands,  not  the 
ICP,  select  items  (with  the  exception  of  items  being  provisioned)  for 
mobilisation  reserve.  The  ICP  advised  that  due  consideration  is  given 
to  combat  essentiality;  however,  published  guidar.ee  contains  no  refer¬ 
ence  to  DoD  Directive  300s..?  or  specifically  to  the  policies  and 
criteria  stated  therein.  In  effect,  the  guidance  states  that  it  will 
r.main  the  field  commander  s  judgment  as  to  what  is  needed. 

C.  Conclusions 

There  exist  today  widely  divergent  interpretations  of  the  policies 
and  criteria  contained  m  the  Del)  Directive  for  the  select  to  of  mobiliia- 
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agreed,  that  a  more  definitive  statement  of  policies  and  criteria  is 
needed  for  the  Selection  of  mobilization  reserve  items.  Follow-up 
work  should  be  undertaken  to  assure  appropriate  implementation  of 


the  revised  directive. 


MOBILIZATION  REQUIREMENT  FACTORS  AND  COMPUTATION  TECHNIQUES 


A.  Existing  DoD  Policy- 

In  DoD  Instruction  4 140.16,  August  4,  1961,  subject:  "Policies 
for  the  Management  of  Selected  Mobilization  Reserve  Items,"  reference 
is  made  to  "traditional  detailed  methods  of  requirements  computation" 
for  the  purpose  of  establishing  mobilization  reserve  stocks  That 
directive  offers ,  as  an  optional  course ,  the  noncomputation  of 
mobi  ization  requirements  for  selected  items  and  the  meeting  of 
mobilization  needs  through  the  combination  of  so-called  emergency 
levels  of  supply  (a  six-month  level)  and  large  average  operating 
levels  resulting  from  economic  orde"  quantities  of  two  years  or  more. 
These  levels  are  in  addition  to  the  conventional  procurement  lead 
time  assets.  However,  neither  this  Instruction  nor  other  DoD 
directives  reviewed  provide  specific  guidance  concerning  factors 
and  techniques  to  be  used  for  mobilization  requirement  computations. 

B.  Problem  Description 

A  review  of  mobilization  requirement  computation  methoas  at  ICPs 
indicated  considerable  difference  in  concept.  To  illustrate,  at  one 
IGF,  the  estimated  recurr’rg  peacetime  demand  rates  for  stock  fund 
items  are  multiplied  by  combat  increase  factors  in  the  process  of 
computing  gross  mobilization  requirements.  The  increase  factors 
used,  however,  do  not  take  into  consideration  the  pertinent  charac¬ 
teristics  and  expected  mortality  under  combat  conditions  of  the 
individual  secondary  items  involved.  Peacetime  demand  rates  are 
doubled  in  estimating  wartime  demand  rates  of  parts  applicable  to 
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preferred  (most  modern)  end  items .  Demand  rates  a‘v  r’lnka  in  U<o 
case  of  items  supporting  standard  but  nonpreferred  equipments . 

Weighted  averages  of  those  two  null 'pliers  are  employed  when  the 
densities  of  end  items  to  be  supported  involve  a  mi::  of  pro  .’cured 
and  nonpreferred  equipments.  No  forecast  of  wartime  demand  is  made 
in  the  case  of  items  applicable  to  obsolescent  equipments  planned 
to  be  phased  out  of  use. 

At  &  second  TCP,  the  computation  of  the  mobilization  requirements 
is  accorupiished  by  applying  anticipated  secondary  item  combat  consump¬ 
tion  rates  to  end  item  densities  indicated  in  mobilization  plan- ,  Each 
secondary  item  is  considered  separately  in  arriving  at  a  combat  usage 
rate,  with  peacetime  demand  employed  as  a  starting  point  for  the 
development  of  individual  item  factors.  Ultimate  approval  of  these 
rates  rests  with  the  field  commanders  responsible  xor  combat  operations. 

At  a  third  ICF,  in  computing  general  mobilization  reserve  require¬ 
ments  "size  factors"  and  a  "tempo  factor"  are  applied  to  the  peacetime 
demand  rate  for  each  item.  The  size  factors  reflect  the  increases, 
comparing  peacetime  to  mobilization,  in  the  various  force  sizes  to  be 
supported.  The  tempo  factor,  a  multiplier  of  Id*  times  peacetime 
demand  rates,  represents  increased  wear-out  under  combat  conditions. 

The  size  and  tempo  factors  are  identical  for  all  items,  except  .sat 
the  tempo  factor  is  not  applicable  to  items  in  any  Federal  Supply 
Class  (ESC)  when  the  class  as  a  whole  is  considered  net  susceptible 
tc  increased  maintenance  under  combat  conditions.  Other  than  the 
foregoing  FSC  exception,  there  is  no  consideration  giver,  to  the 


special  characteristics  of  Individual  items  in  the  development  or 
the  application  of  these  factors 
C.  Conclusions 

Our  findings  in  this  area  indicate  that.,,  among  the  ICPs  visited, 
there  is  little  comparability  in  concepts,  factors  or  techniques  in 
computing  mobilization  requirements  The  differences  cannot  be 
attributed  solely  to  ii inferences  among  the  Services  in  taissior, 
types  of  end  items  or  equipments  used,  etc.  For  example,  in  all  of 
the  Services  there  are  standard,  nonpref cried  equipments  in  use  and 
preferred  equipments  in  ass  or  planned  The  use  r  one  IIP  of 
blanket  peacetime  demand  rare  wultiplierc-,  based  on  equipment  type 
classification,  and  nonuse  of  this  technique  by  ar^ther  ICP  (also 
supporting  type -classified  equipment'  creates  a  question  about  lack 
of  comparability  An  even  more  basic  question  concerns  the  lack  of 
DoD-viie  guidance  in  this  area. 

It  seems  evident  from  our  discussions  in  the  field  that  the 
quality  of  mobilization  requirement  computation  work  is  influenced 
by  several  chronic  difficulties  These  include:  the  inherent 
uncertainty  in  mobilization  requirement  predictions,  the  workload 
involved  in  tailoring  mobilization  requirements  to  a  k  6e  number 
of  individual  items .  considering  physical  charact  ustics,  end  item 
ill-ation,  etc, ;  and  the  little  funding  support  given  to  mobiliza¬ 
tion  requirement  procurement,  discouraging  more  intense  c  uputational 
efforts , 
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Despite  the  complexity  evident  in  the  area  of  mobilization 
requirement  factors  and  computation  techniques,  the  readiness  and 
cost  implications  and  the  lack  of  DoD  guidance  urge  early  review 
attention  and  policy  development. 


APPLICATION  OF  OTHER  THAN  WAR  RESERVE  STOCKS  IN  THE  COMPUTATION  OF 


MOBILIZATIv"?  RESERVE  MATERIEL  REQUIREMENTS 

A.  Existing  DoD  Policy 

In  DoD  Instruction  4140..2.,  July  28,  195^,  subject1  "Management 
of  Mobilization  Reserve  Stocks,"  it  is  stated  that  "Mobilization 
Reserve  Stoc x  will  be  retained  ,  .  ,  only  to  meet  a  Mobilization 
Reserve  Materiel  Requirement  (MRMR,  determined  and  established  in 
accordance  with  JCS  policies  and  plans  and  with  the  instructions  for 
implementation  of  these  policies  and  plans  as  promulgated  In  the 
DoD  Directives  System."  In  this  connection,  for  ;ertaln  principal 
items,  BoD  Directive  4200.1,  February  11,  1959,  subject;  "Prepara¬ 
tion  of  Materiel  Planning  Study,  DD  Form  764,"  considered  obsolete 
but  not  cancelled,  provides  that  Materiel  Planning  Studies,  DD  Form 
764,  will  be  prepared  to  reflect  current  and  forecast  materiel 
status,  forecast  of  gross  mobilization  requirements,  end  a  readiness 
analysis  of  net  requirements  and  asset  deficiencies.  Specific 
instructions  are  provided  for  the  application  of  assets  on  hand  and 
on  order  to  determine  net  materiel  requirements.  However,  with 
regard  to  secondary  items,  no  DoD  directive  exists  containing  specific 
policy  or  instructions  for  the  application  of  assets  to  the  Mobiliza¬ 
tion  Materiel  Requirement  (MMK)  or  other  gross  mobilization  require¬ 
ment  to  determine  the  M.RMR  and  related  asset  deficiencies. 

B.  Problem  Description 

In  order  to  assure  supply  support  of  prescribed  forces  at  combat 
rates,  specific  quantities  of  war  reserves  are  needed  in  stock  prior 
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to  D-day.  It  is  considered,  however,  that  assets  which  will  be 
available  from  other  than  war  reserves  should  be  deducted  from  gross 
mobilization  requirements  in  the  occiput at ion  of  quantities  to  be 
stocked  as  war  reserve.  Among  the  types  of  foreseeable  assets  which 
could  be  deducted  are; 

1,  Nonrial  peacetime  pipeline  assets  assumed  to  be  on  hand 
oil  D-day  or  n  ord^r  as  a  result  of  ordinary  peacetime  replenishment 
action  taken  prior  io  D-day,  Quantities  should  be  estimated  for  the 
following  elements  tc  the  extent  that  the  MMR  (or  equivalent)  includes 

related  requirements: 

n  i’afoty  level  a  is 

Aver:.;.-.  i"  ■  i,  bei  (op--  ao  u.g  level 
synonymous  w ;  \  n  pr  .vun  ;  .cm  cycle  or 

reordei  cycle),  usually  one  half  of 
operating  level 

e.  Repair  cycle  assets 
d.  in  transit  stocks 

e  Procurement  leadtime  assets  (quantity  is 
assumed  to  be  on  order  at  D-day  fro::; 
peacetime  replenishment  action,  and  phased 
as  available  for  issue  in  specific  intervals 
of  time  after  D-day.) 

?,  Post  D-day  production  (quantities  expected  to  become 
available  from  orders  placed  on  or  after  D-day). 
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In  policy  and  practice,  there  is  considerable  variance  among 
ICPs  concerning  the  extent  to  which  assets  which  will  be  available 
from  other  than  war  reserve  stocks  are  applied  to  compute  tne  mobili¬ 
zation  reserve  materiel  requirement  or  that  quantity  of  war  reserves 
needed  in  stock  prior  to  D-day 

To  illustrate,  at  one  ICF  poxicy  and  stated  practice  is  to  apply 
assets  on  hand  and  on  order  substantially  as  mentlone3  above  Its 
approach  to  the  determination  of  asset  quantities  which  are  estimated 
to  be  available  from  post  D-day  orders  is  based  on  the  P-Day  Concept.” 
F-day  is  defined  as  the  point  in  tune,  expressed  in  number  ui  months 
af^er  D-day,  at  which  the  rate  of  production  of  an  item  equals  or 
exceeds  the  rate  cf  consumption  from  that  point  on. 

At  a  second  and  third  ICF,  normal  peacetime  stocks  assumed  to  be 
on  hand  on  D-day  and  on  order  prior  to  D-day  are  applied.  Concern¬ 
ing  the  estimate  cf  asset  quantities  to  be  available  from  post 
D-day  orders,  the  policy  at  the  second  ICP  taj  s  cognizance  cf  the 
D-  to  F-day  concept;  however,  the  practice  there  is  not  to  estimate 
these  quantities  for  the  majority  of  items  nor  to  apply  such  data 
in  the  computation  cf  net  mobilisation  reserve  requirements  for  any 
item.  It  v as  Indicated  that  one  reason  for  nor.  reducing  gross 
requirements  by  these  quantities  is  that  the  administrative  resources 
required  to  make  and  to  periodically  xpcLCe  such  estimates  would  be 
largely  wasted  because  mobilization  requirements  are  rarely  funded 
at  that  ICP, 
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The  third  TCi"  doea  not  estimate  post  D-day  production  nor  is 
there  any  policy  or  requirement  for  its  accomplishment. 

At  a  fourth  XGP,  the  mobilization.  reserve  requirement  is  con- 
aide  red  to  "be  satisfied  for  any  item  having  a  tvc-year  procurement 
cycle  -under  the  EOQ  principle  or  a  safety  level  equal  to  or  in 
excess  of  the  mobilization  requirement,  all  remaining  items, 

-  j  tfv 

however,  the  safety  end  average  operating  levels  (tonsil 5  -g  approxi¬ 
mately  75  days  of  supply)  are  net  considered  in  computing  net 
acbilisiation  reserve  requirements.  At  this  ICF,  policy  and  stated 
practice  are  to  deduct,  estimated  I*-  to  P~day  production  in  the  compu¬ 
tation  of  net  requirements,  aO'wever,  production  for  all  items  has 
been  assumed  to  begin  from  a  “cola  bass”  (that  is,  no  production  in 
being  on  3 -day).  Ir.  «R  analysis  of  mobilisation  reserve  require¬ 
ments  at  that  ICS?  f  or  1 6  items  determined  to  be  in  continuous  or 
.  almost  continuous  peacetime  production,  the  IC?  estimated  that  a 
reduction,  of  approximately  $22  million  or  \‘Zf>  could  probably  be 
effected  by  abandoning  the  "cold  base"  concept  for  those  items. 

A  fifth  Z'.'s'  does  not  deduct  peacetime  assets  on  hand  in  the 
computation  of  net  mobilisation  reserves;,  however,  post  D-day  orders 
•with  deliveries  prior  to  P-dsy  ars  applied. 

At  a  sixth  ICP,  pci  icy  and  practice  exclude  the  application  of 
peacetime  assets  cn  hand  and  on  order  prior  to  D-day  and  post  D- 
day  orders  in  the  computation  of  the  Mobilization  Reserve  Materiel 
Requirement. 
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0,  Conclusion 

The  divergent  policies  and  practices  in  existence  today  among 
ICPs  indicate  that  net  requirements  may  be  overstated  because  all 
assets  are  not  considered.  Lack  of  confidence  in  the  soundness  of 
war  reserve  requirements  results  in  a  virtual,  refusal  on  the  pan 
budget  authorities  to  fund  them  This  situation  may  be  causing  re 
ducei  materiel  readiness  but  tne  degree  of  snort  age  would  be  dtffi 
cult  to  ascertain  due  to  the  questionable  ne*  requirement  (MRKR) 
computations  involved.  There  is  a  .Lear  need  for  definitive  polic 
to  correct  this  condo  tier 


BASIS  FOR  DECISIONS  RB3AKDINC  PREFOSITIONED  MOBILIZATION  RESERVE 


MATERIEL  REQUIREMENTS 
A.  Existing  Ed)  Policy 

In  DoB  Directive  4l40.1,  October  12,  1956,  subject:  "Inventory 
Management  Policies , 11  general  criteria  for  positioning  mobilization 
reserve  stocks  are  stated  in  laragraph  r«  I: 

"The  military  services  shall  store  mobilization  reserve  stocks 
in  that  manner  and  at  such  locations  as  to  most  properly  support 
approved  mobili  sation  and  emergency  war  plans  ,  and  shall  so  position 
stocks  in  such  a  manner  as  to  attain  minimum  vulnerability." 

BoD  Directive  4l40.2,  Jvily  28,  I9?4,  subject:  "Management  of 
Mobilization  Reserve  Stocks,"  Paragraph  III  2,  provides  that: 

"Mobilization  Reserve  Stock  will, be  retained,  stored  and 
maintained  only  to  meet  a  Mobilisation  Reserve  Materiel  Requirement 
(MHMR)  determined  and  established  in  accordance  with  JCS  policies 
and  plane  and  with  the  Instructions  for  implementation  of  these 
policies  and  plans,  as  promulgated  in  the  DoD  Directives  System  .  .  .  , 

Whereas  .Joint  Logistics  and  Personnel  Policy  and  Guidance  (JCS 
Pub  3),  September  1964  (Confidential),  Section  XVII,  prescribes  uni¬ 
form  guidance  in  sane  detail  for  consideration  and  development  of 
requirements  for  prepositioned  materiel,  such  criteria  have  not  been 
promulgated  in  the  I*:D  Directive  System. 

In  BoD  Directive  4140,21,  Fovemher  X“.  19^3,  subject:  "Management 
of  Mobilization  Reserve  Stocks  of  Items  Assigned  to  the  Defense  Supply 
Agency,"  the  prepositioned  war  reserve  requirement  (PWRR)  is  defined 
as  follows: 


"That  portion  of  the  mobilization  reserve  materiel  objective 
(MEMO)  which  strategic  plans  dictate  be  positioned  prior  to  hostilities 
at  or  near  the  point  of  planned  use  or  issue  to  the  user,  to  insure 
timely  support  of  a  specific  project  or  designated  force  during  the 
initial  phase  of  war,  pending  arrival  of  replenishment  shipments." 

B.  Problem  Inscription 

Current  practice  indicates  considerable  differences  among  the 
Services  in  concept  for  the  designation  and  management  of  preposi¬ 
tioned  war  reserves.  These  differences  are  reflected  in  a  comparison 
of  the  magnitude  of  the  prepositioned  var  reserve  requirement  (PWRR) 
in  relation  to  total  requirements  for  mobilization  reserves  at  various 
“CEc.  To  illustrate,  at  one  ICP,  the  PWRR  vas  approximately  79$  of 
the  acquisition  objective  (excluding  operating  unit  PWRR).  It  vas 
estimated  that  over  90$  of  the  prepositioned  war  reserve  requirement 
is  for  stockage  in  CONUS  Depots. 

At  a  second  ICP,  the  worldwide  IVFR  vas  stated  to  be  only  26$  of 
the  acquisition  objective  and  37$  of  that  requirement  is  for  stocks 
prepositioned  in  COITUS  Depots. 

At  a  third  ICP,  it  was  determined  that  the  total  acquisition 
objective  is  considered  a  prepositioned  war  reserve  requirement. 
Eighty-three  percent  (83$)  of  the  requirement  is  for  stockage  in 
CONUS  Depots. 

The  differences  mentioned  above  are  attributable,  ir.  part,  to 
the  differing  missions  of  the  respective  services.  However,  signifi¬ 
cant  variations  are  also  ascribed  to  the  lack  of  essential  DoD 

policy  and  criteria,  concerning  the  portion  of  the  total  mobilization 
I8fc 
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reserve  requirement  which  must  be  treated  as  a  prepositioned  war 
reserve  requirement,  resulting  in  unilateral  and  t-o  some  extent 
arbitrary  decisions  by  the  Military  Departments. 

C .  Conclusion 

The  decision  to  treat  soma  portion  or  ail  of  the  mobilization 
reserve  requirements  of  a  particular  service  or  ICP  as  prepositioned 
carries  with  it  certain  implications,  advantages  and  disadvantages. 
The  principal,  implication  is  that,  in  the  evc.t  of  war,  the  require¬ 
ment  probably  or  certainly  could  not  be  satisfied  without  having 
the  materiel  on  hand,  reserved  and  continuously  available,  at  the 
location  designated,  and  in  the  physical  state  of  pack  specified. 

The  advantage,  of  course,  is  high  responsiveness  to  need,  should  it 
arise.  The  disadvantages  include  (l)  the  need  to  specially  care 
for  this  prepositioned  materiel  (holding  and  rotation  tasks,  special 
accounting  in  some  cases,  etc.)  a*.d  (2)  the  inability,  due  to  the 
decision  to  preposition,  to  rely  on  other  asset  sources  (such  as 
regular  peacetime  on  hand  stocks,  regular  peacetime  on  order  assets, 
higher  level  wholesale  stocks  such  as  DBAs ,  and  assets  which  can  be 
obtained  via  orders  placed  on  or  after  D-day). 

Without  question,  the  disadvantages  must  be  accepted  if  the 
materiel  is  required  to  support  planned  wartime  actions  and  if 
prepositioning  is 'the  only  practical  means  of  achieving  a  high 
probability  of  its  availabil  ty.  However,  the  wide  range  in  the 
proportion  of  FWRR  to  total  war  reserve  requirements,  scanning  across 
the  Services  -  from  29$  to  .100$,  suggests  that  they  have  followed 
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dissimilar  and  possibly  unrealistic  criteria  in  reaching  decisions  to 
preposition  war  reserve  stocks.  This  problem  area  should  be  examined 
in  depth  and  specific  and  uniform  DoD-wide  criteria  should  be  developed 
to  guide  propositioning  decisions. 


BALANCING  ASD  PROTECTING  MOBILISATION  RESERVE  JTOCKB 


A.  Existing  DoD  Policy 

No  DoD  directive  prescribes  policy  or  procedures  for  balancing 
mobilisation  reserve  stocks  ■''reducing  the  protectable  wartime  re¬ 
quirements  of  some  items  by  using  a  part  of  the  mobilisation  reserve 
stocks  (MRS',  tc  meet  funded  peacetime  requirements  and  using  the 
funds  conserved  to  procure  additional  assets  of  other  MRS  items  whose 
protectable  level  is  increased,  appropriately.) 

However,  in  DoD  Directive  4140,24,  September  10,  1964,  subject: 
"Requirements  Priority  and* Asset  Application  for  Secondary  Items," 
Paragraph  VI.  a.-  2.  c , ,  cognizance  is  taken  of  the  effect  of  balancing 
actions  in  the  stratification  of  inventories. 

B.  Problem  Description 

In  order  to  improve  mobilization  reserve  inventory  posture  and 
protect  the  investment  in  these  stocks,  a  concept  for  balancing  has 
been  prescribed  by  several  services,  in  practice,  there  is  consider¬ 
able  variation  in  the  Servlee/Agency  directives  on  tills  subject,  and 
relatively  minor  or  no  balancing  is  accomplished  at  most  ICPs.  To 
illustrate,  at  one  IGF  balancing  of  mobilization  reserves  and  the 
establishment  of  a  record  to  account  for  funds  conserved  and  re¬ 
invested  had  been  directed. by  service  headquarters.  However,  neither 
objective  has  been  met  because  tire  I.CP  has  construed  service  instruc¬ 
tions  to  mean  that  balancing  within  its  commodity  area  is  neither 
mandatory  nor  _  f •asi'ble . 
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At  a  second  ICP,  service  policy  provides  that  mobilization  reserves 


will  be  balanced;  however,  the  ICP  has  advised  that  no  balancing  has 
been  accomplished  because  peacetime  funds  have  not  been  sufficient  to 
permit  it.  Further,  it  was  stated  that,  contrary  to  Del1  policy, 
protectable  mobilization  reserve  stocks  (nonprepositioned)  are  being 
drawn  down  to  satisfy  peacetime  requirements  without  replacement  of 
the  investment.  This  practice,  too,  was  attributed  to  inadequate 
peacetime  funding. 

A  third  ICP  implemented  revised  balancing  procedures  in  August 
1965.  In  order  to  facilitate  the  balancing  process,  mobilization 
reserve  items  were  arranged  in  groups  which  were  ranked  in  descending 
order  based  on  military  essentiality.  Requirements  for  items  in  the 
lower  priority  groups  will  be  reduced  to  release  assets  for  peacetime 
needs  and  conserved  ^onds  invested  in  mobilization  reserve  stocks  of 
higher  mixitary  essentiality.  The  following  data  Indicates  improve¬ 
ments  in  protectable  mobilization  reserve  inventory  posture  that  the 
ICP  expects  to  achieve  from  balancing: 

Percentage  of  Protect  ole  Mobilization 
Reserve  Stocks  in  Various  Essentiality  Groups 

Essential ity 


Group  __ 

Current  % 

Proposed 

1 

17.31 

42  ,75 

2 

5.27 

17.12 

3 

48  M 

28.56 

4 

16.42 

10.35 

5 

0.12 

0.10 

6 

0.17 

0.05 

7 

5.41 

1.07 

8 

6.40 

0.00 

9 

0  so 

0.00 

100.00 

100.00 
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At  a' fourth  13?,,  it  "was  stated  that.'  balancing  procedures  have 
been  implement  si  in  accordance  with  Service  policy.  Sc-weve  r,  there 
•were  no  records  of  the  magnitude  of  peacetime  funis  conserved  or  the 
•actent  to  •wtus.c'a.  ‘balancing  wsub  %ic». tr^lie'nei  in  raccessive  fiscal  year®. 

A  tirth.  r£?  sdxl.se  i  tifcat  v..rr?-rt  p-TKjitdwrea  <i&  m*%  vrcrclfe  t« 
balancing  ac^iliaatios.  rs*e.iv»j-  thiv -ugL  -the  cc-n.seivA.tion  of  peace¬ 
time  funds,,  Tbs  XSr  stated  that  it  considere!  emission  of  s&ch  a 
program  to  be  a  management  -itefJl  tienoy  and  that  it  would  take  action 
to  initiate  necessary  Instructions.. 

A  sixth  2£8P  stated  that  Percies?  directives  do  not  provide  for 
balancing  afcbilirs&tioa  reserve  >*to:ks  through  the  conservation  of 
peacetime  foods  and  that  the  ccn'rpt  is  not.  applicable. 

C.  Conclusion 

Whereas  %L  <?£T*\K!L  directed  isaplesnentatioa  of  procedures 

and  DoD  Mrec flue  1140.24  gives  ooga&ssnce  to  balancing  tmns&ctions 
in  the  stratif io&tit; -a  process,  relatively  minor  or  no  balancing  has 
been  acccmplisiei  &t  most  2>ts*  visited.  3'n  certain  instances,  failure 
to  initiate  pti  ••■eiurss  for  balancing  acfilimties.  reserve  stocks  through 
the  conser^tlo-i  *t  peacetime  funds  say  have  resulted  in  loss  of  oppor¬ 
tunity  to  achieve  «c.  improved  MSS  readiness  position  within  financial 
limitations.  Xu.  vies  of  the  iapaltaent  to  materiel,  readiness  and 
econaay  of  operations  that  coral  from  failure  to  balance  stocks, 

there  is  a  definite  need  fox’  policy  sad  aggressive  implementation 

to  correct  this  condition. 


REVIEW  OF  COMPUTED  BHO.iJIKSMETJTS 
A.  Existing  DoB  Policy, 

DoD  Instruction  4200,6,  December  14,  1955,  subject:  "Materiel  Program 
Control  -  Principal  Items",  defines  principal  items  as  "those  end  items  of 
major  importance  which  require  detailed  analysis  and  examination  at  the 
departmental  level.,.. of  all  factors  affecting  their  supply  and  demand.  An 
end  item  will  be  considered  for  selection  as  a  principal  item  on  the  basis 
of  relative  combat  or  training  essentiality  and  the  following  additional 
criteria : 

1.  High  monetary  value. 

2.  Difficulty  of  procurement  or  production. 

3.  Unduly  short  or  excessive  supply  position- 

4.  Criticality  of  basic  materials  or  components.’’ 

DoD  Instruction  4200.1,  February  11,  1959?  subject:  "Preparation  of 
Materiel  Planning  Study,  DD  Form  764,  defines  the  purpose  of  the  directive 
in  part  as  follows:  "Provide  a  uniform  presentation  of  requirements  and 
asset  data  from  which  the  Office  of  the  Secretary  of  Defence  and  the  Depart¬ 
ments  can  discharge  their  responsibilities  in  the  field  of  requirements  and 
supply  management,  and  can  evaluate  the  effectiveness  of  policies,  pi;  -s 
and  programs  and  progress  being  made.'1 

While  the  two  directives  quoted  above  are  applicable  to  principal  items 
only  (there  is  no  comparable  directive  for  secondary  items),  they  dc  express 
a  nt  -d  at  OSD  and  Departmental  levels  for  a  standard  formal  with  standard 
data  elements  to  pern-*'  the  evaluation  of  the  r  my  factors  involved  in 
requirements  computations. 
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P.  Proviso.  Description. 

Every  TCP  visited  displayed  some  form,  of  directive  vhich  expressed 
polity  regarding  the  procedures  for  the  reviev  of  computed  requirements 
of  secondary  items.  Common  among  the  directives  was  the  establishment 
of  several  levels  of  reviev,  and  in  each  case  the  criteria  for  the  determi- 
oati.cn  of  the  reviev  level  vas  the  dollar  value  of  the  procurement. 

Another  common  technique  was  the  "committee"  approach  to  requirements 
reviews  of  high  dollar  procurements.  Composition  of  the  committees 
varied  among  the  ICFs  but  the  pattern  indicated  efforts  to  bring  activities 
from  outside  the  supply  function  into  the  reviev  process. 

While  a*l  of  the  ICP  directives  did  not  indicate  in  detail  the  elements 
of  the  computation  selected  for  emphasis  during  reviews,  it  was  noted  that 
in  almost  every  instance  the  ''committee"  approach  placed  particular  emphasis 
go.  lead  time,  asset  position,  use  of  partially  and  fully  interchangeable 
t -> : litotes,  assets  available  from  repair,  demand  forecasting  techniques, 
judgment  decisions  by  the  analyst  and  compliance  with  policy.  One  ICP 
described  the  process  in  three  steps:  (l)  Review  -  check  of  the  computa¬ 
tion  for  compliance  with  policy;  (2)  Audit  -  a  recomputation  including 
verification,  of  input  data  and  the  mathematics  involved,  and  (3)  Analysis 
-  a  search  for  gaps  in  logistics  guidance.  Another  ICP  had  developed  a 
"profile"  form  which  presented  a  pictorial  analysis  of  the  item  consumption 
for  the  past  eight  quarters  and  the  forecast  demand  for  the  next  six  quarters. 
The  form  also  indicated  previous  procurements,  actual  lead  times,  delivery 
increments,  previous  buy  deferrals,  etc,,  to  give  the  review  committee  a 
detailed  picture  of  the  history  and  projected  future  of  items  having  a 
procurement  value  in  excess  of  $100,CX)0. 
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The  greatest  variance  among  the  I CPs  visited  was  noted  i  .  tin- 
value  of  procurements  which  receive  no  review  or  review  -  the  lowest 
agement  level.  One  ICP  authorizes  the  item  manager  to  approve  rrocu  an- a.  is 
of  a  value  up  to  $S0O  while  another  ICP  permits  lowest  level  u.py  .-a  ■  up 
$10,000.  Still  another  ICP  requires  no  review  of  procure:: 'nts  of  loss  her. 
$50  and  authorizes  branch  love"  approval  or  those  between  $r.C  .no  $5  .O'*). 
One  ICP  permits  any  procurer  >r,o  of  a  value  lest  than  $2,p00.  "Ox  it -me  no 
coded  for  manual  review,  to  move  directly  to  the  procurement  'Ctivl- ■  .  for 
those  coded  for  manual  review  but  .ess  th  a  $2,500,  "his  TCP  perm:  s  u..e 
individual  item  manager  0.  other  indavif  al  delegated  by  the  divi sir 
chief  to  approve. 

".he  "floor”  value  of  procu  ar  t  -ubr-y  -x d  to  ;  10  "corraci  :.te<h’  re\  ev 
method  also  varied .  One  ICP  use  a  rr cureraent  rl  e  o.4'  VHV  ,000  as  th. 
starting  point  for  committee  review.  ;is  same  IC  roq  u.'  v  comma  ode 
approval  of  all  procurements  over  $300,000  after  the  ..  nrc:.  i  ee  h-m  nporoved 
them.  Another  ICP  started  committee  review  on  procurement..  $^.(\  ^  win  1c 
n  tiiird  ICP  employed  a  branch  level  committee  for  p:  ocurnreir.  f.om  $10,00> 
to  $100,000  and  a  division  level  committee  for  those  over  $'O'-,0i  A no the 
ICP  used  a  committee  review  figure  of  $100,000  for  all  )t  1  ‘  a  supply  c.las-a* 
except  one,  and  that  one  became  eligible  for  a  committee  ra-’ow  t  $r:'\  "'00. 

At  the  th»-ee  ICPs  having  specific  cutoffs  for  several  regular  'eve  a  of 
review,  the  following  levels  .and  values  we  v  specified: 


i  0  ? 


Level 


Value 


Commodity  management  officer  . . Up  to  $5,000 

Section  supervisor  .  $5,000.01  to  $15,000 

Branch  supervisor . $15,000.01  to  $25,000 

Division  supervisor  or  his  assistant  .  $25,000.01  to  $100,000 

Committee  action  .  Over  $100,000 

txm  wrerntwr  •  . . .  . . .  .  Up  to  $500 

U-Mt  chief . $500,01  to  $1,500 


Section  chi*#.  »  t  •  «  ,  ,  ,  . . $1,500.01  tO  $5,000 

Atu.'*  c.V.lef  $5,000.01  to  $15,000 

Division  chief  .  .  .  $15,000.01  to  $50,000 

Director  of  materiel  .  $50,000.01  to  $150,000 

Commander . . . Over  $150,000 

No  internal  committee  action,  hut  higher  headquarters  committee  review 
of  selected  high  value  procurements . 


3.  Individual  manager  or  as  delegated  ......  Up  to  $2,500 

Section  chief . . . Up  to  $10,000 

Isranch.  chief  . . . . Up  to  $50,000 

Di  vision  chief  or  Lis  assistant . Over  $50,000 

Committee.  Over  $100,000 


An  incongruity  of  the  “committee"  approach  noted  hy  the  group  was  that 
this  type  review  is  usually  the  most  time-cons iffiiing  review  method  and  tends 
to  extend  procurement  lead  time  hy  the  amount  of  time  added  to  achieve  the 
•omlttee  action.  Since  committee  action  is  in  the  high  dollar  value  segment, 
it  can  he  assumed  that  sane  increase  in  procurement  lead  time  requirement 
results.  The  ICPs  using  this  approach  were,  however,  unanimous  in  their 
agreement  that  the  procurement  reductions  resulting  from  committee  review, 
together  with  the  increased  emphasis  placed  on  accurate  work  prior  to  review, 
more  than  offset  costs  resulting  from  increased  lead  time. 


C.  Conclusions. 

From  the  foregoing,  two  things  become  evident:  (l)  OSD  recognizes  the 
value  of  computed  requirements  review  at  its  own  level  for  a  certain  range 
of  items  and  (2)  inventory  control  points  recognize  the  need  for  manual  review 
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of  compute  ■'  requirements  at  several  levels  and  in  several  degrees  of  skill 
and  intensity.  The  value  of  the  procurement  is  hut  one  of  five  elements  con¬ 
sidered  in  the  establishment  of  OSD  criteria  for  review  while  the  dollar 
value  is  almost  the  only  consideration  in  determining  the  level  and  intensity 
of  review  by  the  ICPs. 

Because  of  the  vast  number  of  manhours  involved  in  ICP  review  of  computed 
requirements  and  because  of  the  vulnerability  of  budget  justification  without 
stringent  requirements  reviews,  this  subject  requires  analysis  and  a  firm 
policy  statement  relative  to  secondary  items.  Developers  of  next  generation 
systems  indicate  that  with  Improved  input  data,,  application  of  mathematical 
methods  of  smoothing  and  trend  forecasting,  and  with  more  frequent  machine 
item  computations^  the  ability  to  go  directly  from  computer  to  procurement 
should  be  greatly  improved.  They  are,  however;  reluctant,  in  the  face  of 
present  policy  silence,  to  establish  rules  which  will  permit  manhour  savings 
in  the  review  effort  for  fear  of  jeopardizing  the  defense  of  their  budgets. 

It  would  appear  that  one  of  the  major  benefits  of  improved  computer  application 
should  be  greater  reliance  on  the  computer  product,  and  this  degree  of  reli¬ 
ance  should  be  stated  in  OSD  policy. 


BUDGETARY  REQUIREMENTS 


A.  Existing  DoD  Poll  y 

DoD  Instruction  7110.1,  August  9,  1965,  subject:  'Guidance  for 
the  Preparation  of  budget  Estimates,  Budget  Execution  Programs  and 
Apportionment  Requests,  a,.d  Relate'  Support  Material,"  establishes 
the  subject  guidance  as  a  DoD  issuance  and  assigns  the  responsibility 
for  its  publication,  revision  as  necessary,  and  distribution  to  the 
Deputy  Assistant  Secretary  of  Defense  (Budget),  0ASD( Comp ) . 

The  current  ''suance,  dated  August  o,  i960,  is  7110-1-M,  "Manual 
for  Preparation  of  Budget  Estimates,  Budget  Execution  Programs  and 
Appor  ti  tranent  Requests,  and  Related  .Support  Material. "  This  manual 
provides  precise  guidance  for  the  mechanical  preparation  of  budget 
estimates,  budget  execution  programs  and  apportionment  requests, 
and  related  support  material.  It  specifies  tv,e  forms,  lines  and 
columns  in  detail  but  is  general  and  vague  ir.  its  coverage  of  such 
matters  as  factors,  c  .'imputation  methodology .  levels,  etc  As  ar. 
example  the  following  statement  .is  quoted  from  the  portion  titled 
'lure ' •  :  —s  sr.d  Preparation  of  Exhibit  P  16,  Spares ,  Repair  Parts 
red  Materiel  Operating  Budget". 

’Inventory  and  on- order  objective**  at  end  of  period.  Enter 
in  the  current  year  and  budget  year  columns  the  estimated  value  of 
Lr.vt'  r.tory  and  on -order  objectives  for  or crating  stocks  as  computed 
or  the  Exhit  i  t  P-lc  b.  The  basis  used  n,  eomput  irg  each  lemerrt 
(e.g.  ,  safety  level,  production  ieadtir.-.  review  ycle.  repair 
cvrle .  etc.)  of  the  inventory  objectives  for  operating  stocks 

1  O'* 


should  be  provided  in  *  narrative  statement  accompanying  the  P-l8  b. 


The  basis  used  in  computing  the  War  Reseivc  inventory  objective 
should  also  be  exp  ined  in  &  narrative  statement"  (underlining 
added) . 

Another  example  from  the  same  manual  is  the  following  guidance 
to  the  Navy: 

"Budget  Project  1925  -  Supporting  Programs.  Each  f”h- 
activity  wild,  be  supported  by  tne  shopping  list,  formula  or  other 
method  used  for  computing  the  requirement  ..."  (underlining 
added) . 

B.  Problem  Description 

The  following  quotation  from  an  OASD(l&L)  memorandum  summarizes 
a  problem  of  long  standing: 

"Lack  of  Congressional  confidence  was  evident  during  the 
hearings  by  the  House  Subcommittee  on  BoD  appropriations.  Criticisms 
cited  at  that  time  were  that  knowledge  and  control  of  assets  were 
inadequate;  requirements  computation  and  materiel  management  techniques 
were  faulty;  and  interservicing  of  asset*  and  data  were  unsatisfactory." 

The  problem  of  the  relationship  of  budget  requirement  computation 
and  Justification  to  item  requirements  computations  and  policy  was 
highlighted  during  our  discussion  with  one  of  the  Service  headquarters. 
It  was  said  that  criticism  at  any  budget  review  level  is  helpful  but 
is  not  acceptable  guidance  to  support  service  changes  in  supply 
management  policy.  Another  headquarters  elaborated  upon  this  theme 
when  they  pointed  out  the  action  being  taken  by  them  to  correct 
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areas  selected  f  intensi  a  view  and  criticism  at  their  roost 
recent  budget  review  but  further  sta+ei  that  ’hey  have  no  assurance 
these  areas  will  be  emphasized  during  the  next  review  of  budgetary 
requirements. 

A  representative  of  the  OSb  budget  office  observed  that  budget 
reviews  get  into  the  business  of  reviewing  supply  management  prac¬ 
tices  and  attempt  to  correct  bad  practices  by  tightening  the  purse 
strings  and  offering  suggestions. 

It  is  evident  that  lack  of  DoS  policy  in  most  of  the  problem 
areas  discussed  in  this  Attachment,  and  many  others,  results  in  an 
inability  to  apply  uniform  review  techniques,  at  sill  budget  review 
levels,  that  will  make  possible  comparable  reviews  against  prestated 
standards.  Until  Do!  policy  guidance  16  more  definitive  in  those 
supply  management  areas  upon  which  budget  preparation  is  predicated, 
the  Services  and  PSA  will  continue  t  face  the  possibility  of  un¬ 
predictable  criticisms  and  fund  reductions  due  to  practices  for 
which  neither  the  budget  submitters  ncr  the  reviewers  have  a 
basis  for  consistent  action. 

C.  Conclusion 

The  conclusion  regarding  budget  Justification  in  relation  to 
requirements  computation  can  be  none  other  than  an  amplification  of 
the  theme  reflected  in  every  problem  area  discussed  in  this  attach¬ 
ment.  DoD  policy  is  required.  The  specific  conclusion  in  this  area 
is  that  as  DoD  policy  is  developed  and  announced,  it  must  be  made  a 
particular  reference  in  the  budge*  guidance  manual.  This  was  done 
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in  the  most  recent  guidance  which  specifies  Table  I  -  Illustration 
of  the  Stratification  Process,  from  DoD  Instruction  hi^o.24  as  a 
required  exhibit  for  budget  justification. 


ATTACHMENT  G 


PROPOSED 

DEPARTMENT  OP  DEFENSE  DIRECTIVE 
SUBJECT:  Defense  Supply  Management  Review  Program 

i,  j|g§gg 

This  Directive  establishes  the  Defense  Supply  Management  Review 
Program. 

11 *  APPLICABILITY 

The  provisions  of  this  Directive  apply  to  the  Military  Depar  inerts, 
the  Defense  Supply  Agency  (DSA).  .And  other  components  of  the  Department 
of  Defense. 

III.  CONCEPTS  AND  OBJECTIVES 

The  concepts  and  objectives  of  the  Supply  Management  Review  Program 
are: 

A.  Examination  of  supply  management  policies  and  practices  on  a 

Do D- wide  basis,  to  enable  maximum  comparison  among  DoD  agencies 
and  maximum  opportunity  for  identifying  and  selecting  the  most 
effective  and  economical  policies  and  practices. 

B.  Establishment  of  relative  priorities  among  the  supply  management 
areas  to  be  reviewed,  in  order  to  selectively  apply  resources  to 
the  solution  of .those  problems  offering  the  greatest  potential  for 
gains  in  supply  effectiveness  and  economy. 

C.  Pronounced  emphasis  on  review  of  DoD-wide  policies  and  their  effects, 
so  that  the  review  program  will  serve  as  an  important  input  source 
for  improved,  more  uniform  supply  policy  throughout  the  Department 
of  Defense. 
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D.  Maximum  use  of  existing  review  resources,  to  minimize  manpower 
investment  and  the  review  impact  on  supply  management  agencies, 
p / .  ORGANIZATION  AND  RUCTIONS 

A.  Assistant  Secretary  of  Defense  (installations  and  logistics).  A 
staff  shall  he  established  to  plan  and  direct  the  operations  cf 
the  Supply  Management  Review  Program  and  shall  be  responsible  foi 
the  following  functions: 

1.  Select  the  supply  management  problem  areas  to  be  incorporated 
in  annual  and  longer  range  review  programs,  and  establish 
topic  priorities. 

2.  Advise  the  Military  Departments,  DSA,  and  other  DoD  agencies, 
as  appropriate,  of  such  review  programs  and  objectives  for 
developing  uniform  BoD-wide  policies  in  specific  supply 
management  functional  areas. 

j.  Arrange  with  other  OSD  organizations  and  with  other  DoD  com¬ 
ponents,  as  appropriate,  for  their  participation  in  the  Supply 
Management  Review  Program. 

t.  Develop  specific  problem  descriptions  and  review  objectives. 

•  .  A  cist  in  the  preparation  of,  or  review,  detaiLed  guidance  for 
•Pit:  conduct  of  individual  reviews  to  be  made  by  participating 
organizations. 

(>.  Directly  undertake  reviews  of  selected  supply  management  areas 
where  the  urgency  of  ASD(lScL)  interest  or  other  special,  cir¬ 
cumstance'  make  the  assignment  of  selected  subjects  to  partici¬ 


pating  organizations  infeasible. 


Ob ta l n  and  a na i v s *  ■ 


re.  •  :  '  :  i.  revjuir*  ■  rr.a  . 

from  participating  organic aison- . 

In  coordination  w» hh  other  ODD  organisations  involved,  develop 
proponed  DoD-wide  policy  guidance  indicate*.,  to  b£;  needed  by 
problem  area  reviews  and,  when  appropriate,  .'.tali'  proposals 
with  the  Military  Department  a,  DGA,  and  other  ag  ncies. 

B.  Assistant  Secretary  of  Defence  (Comptroller) ,  Al  'T)(  Co;r,p )  -hall  be 

responsible  for  the  following,  functions: 

1.  Make  arrangements  with  ASD(l&L)  concerning  the  extent  of  Supply 
Management  Review  Program  participation  by  audit  personnel 
throughout  the  Department  of  Defense;  direct  Military 
Department  and  DSA  audit  participation;  and,  when  indicated 

by  changes  in  workload  or  staffing,  arrange  for  adjustment 
in  audit  participation. 

2.  Recommend  to  ASD(l&L-)  areas  for  supply  management  review. 

3.  Allocate  designated  audit  resources  to  meet  established 
review  programs. 

)|.  Develop  audit  guidance  for  ou...  review  topic  in  collaboration 
with  AdD(l&b). 

5.  Assign  to  audit  agenci  individual  or  joint  participation 
in  particular  reviews,  a.:  appropriate,  and  coordinate  such 
audit  efforts. 

6.  Obtain  from  participating  audit  agencies  reports  which  offer 
findings-,  evaluations  and,  whenever  possible,  recommendations 
with  respect  to  DoD  supply  management  policy. 
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;  rcviae  to  A. ,I>(  I<L  ),  lor  esc;,  supply  management  area  reviewed, 
e  single  te-  ^rt  v.iich  offer’  findings,  evaiuat i ons  and,  when¬ 
ever  possible,  recommendations  with  respect  to  DoD  suupiy 
management  policy. 

Military'  Depai  wnents  and  Defense  Supply  Agency.  The  Hilary  De¬ 
partments  and  D3A  shall  participate  in  the  Supply  Management 
Review  Program.,  as  follows: 

1,  Collaborate  wiH  ASh(Comp)  in  establishing  arrangements  for 
audit  personnel  of  the  Military  Departments  and  DSA  to  assist 
in  the  Supply  Management  Review  Program  within  existing  re¬ 
sources;  undertake  such  review  work;  and  report  results. 

2.  hVtal i i uh  and  designate  a  point  of  contact  and  coordination 
within  ’he  supply  management  staff  of  each  Military  Department 
and  DSA  to  be  responsible  for  communication  and  collaboration 
with  ACD(  I&L )  or.  su  -h  matters  as  problem  area  identification, 
selection  and  priorities;  guidance  for  conduct  of  reviews; 
and  par ioipat  ion  in  reviews,  on  a  selected  case  basis,  by 

IV pat  i mental  and  Agency  oupp.D,  management  personnel. 

WT'KlTiVh  DA' ID  ADD  iMriblrihiAlTol 

s.i  Directive  is  effective  it.w.i  ialeiy .  i hree  ( j)  copies  of  each 
implement  :ng  document  shat  1  be  forwarded  to  the  Assistant  b.ecretary  of 
Defense  t  instai  I  at  ion;  and  logistics)  within  sixty  (uO)  days. 


